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33-6059 The Commission announces that it 


May 15, 1979 


will not, take enforcement action 
against persons offering debt securi- 
ties for public sale pursuant to Regu- 
lation A, under the Securities Act of 
"1933, who do not comply with applic- 
able provisions of the Trust Indenture 
Act of 1939, although such compli- 
ance is technically required. 





RULES 





The following releases relate to self-regulatory 
rule proposals and/or adoptions. 


34-15765 
34-15766 
34-15773 


34-15772 Proposed rules would require man- 
agement statement on internal ac- 
counting control in 10-K reports to the 
Commission and annual reports to 
securities holdets furnished pursuant 
to the proxy rules. Proposal that such 
statement be examined and reported 
on by an independent public account- 
ant. Comments due by July 31, 1979 
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SECURITIES ACT OF 1933 
Release No. 6059/April 25, 1979 


TRUST INDENTURE ACT OF 1939 
Release No. 524/April 25, 1979 


Offerings of Debt Securities Pursuant to Trust In- 
dentures 
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AGENCY: Securities and Exchange Commission. 
ACTION: No-action position. 


SUMMARY: The Commission announces that it will 
not take enforcement action against persons offering 
debt securities for public sale pursuant to Regulation 
A [17 CFR 230.251 et seq.] under the Securities Act of 
1933 [15 U.S.C. 77a et seq.] who do not comply with 
applicable provisions of the Trust Indenture Act of 
1939 [15 U.S.C. 77aaa et seq.] although such com- 
pliance is technically required. 


EFFECTIVE DATE: Upon publication in the Federal 
Register. 


FOR FURTHER INFORMATION CONTACT: Norman 
Schou, Division of Corporation Finance, Securities 
and Exchange Commission, Washington, D. C. 20549, 
(202) 755-1240. 


SUPPLEMENTARY INFORMATION: The _ Securities 
and Exchange Commission announced today that it 
will not take enforcement action against any issuer of 
debt securities in an offering exempt from the 
registration requirements of the Securities Act of 1933 
pursuant to Regulation A thereunder, of $1,500,000 or 
less, if the issuer should offer the securities for public 
sale without filing or qualifying the trust indenture 
covering such securities under the Trust Indenture Act 
of 1939. 


The congress recently authorized the Commission to 
raise the ceiling on public offerings exempt. from 
registration pursuant to Regulation A under Section 
3(b) of the Securities Act of 1933 from $500,000 to 
$1,500,000 in May 1978 and to $2,000,000 in October 
1978.1 Although a trust indenture is required to be 
used in public offerings of debt securities exceeding 
$250,000 by the same issuer in any consecutive twelve 
month period, the indenture used is not required to be 
filed under the Trust Indenture Act of 1939 if the 
indenture limits the aggregate principal amount 
outstanding under it to $1,000,000 aggregate principal 
amount of securities during any consecutive thirty-six 
month period. As a result, offerings of debt securities 
pursuant to Regulation A under the revenue ceiling of 
$500,000 were able to meet the exemption from 
qualification requirements of the Trust Indenture Act 
of 1939. When, pursuant to the new Congressional 
authorization, the Commission raised the ceiling on 
offerings exempt from registration pursuant to 
Regulation A, it made that exemption available for the 
first time to offerings subject to the qualification pro- 
visions of the Trust Indenture Act of 1939. 


In light of the policy considerations underlying the 
congressional authorization to raise the ceiling on 
Regulation A offerings, the filing and qualification of 
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trust indentures covering those issues under the Trust 
Indenture Act of 1939 would appear to impose 
burdens on issuers in small offerings which were not 
contemplated by Congress. It should be noted that 
when the $1,000,000 threshhold for qualification of 
indentures under the Trust Indenture Act was adopted 
in 1939 the ceiling on offerings permitted to be 
exempt from registration under Section 3(b) of the 
Securities Act was $100,000. Accordingly, although 
the Trust Indenture Act technically appears to require 
the use of a trust indenture qualified under the 
provisions of that Act for any public offering of debt 
securities of the same issuer exceeding $1,000,000 in 
any consecutive thirty-six month period, the 
Commission will not take any enforcement action 
against such an issuer for failure to qualify an 
indenture under the Trust Indenture Act pursuant to 
Regulation A, provided that the indenture limits the 
amount of securities to be outstanding under it to 
$1,500,000 during any consecutive twelve month 
period. Issuers of such securities in amounts 
exceeding $250,000 will remain subject to the require- 
ment of Section 306 of the Trust Indenture Act that an 
indenture be used which need not contain the 
qualifying provisions but which, in the Commission’s 
view, should provide for a trustee in order to facilitate 
the collective enforcement of security holders’ rights 
although use of a trustee is not a statutory 
requirement in indentures which are not qualified 
under the Trust Indenture Act. 


This position will remain effective until the Congress 
amends the Trust Indenture Act so as to provide a 
statutory exemption from qualification or to indicate 


an intention that qualification is required. If the 
Commission should raise the ceiling on the 
Regulation A exemption from $1,500,000 to $2,000, 
000, qualification will not be required of any indenture 
limiting the amount of securities to be outstanding 
under it to $2,000,000 in any consecutive twelve 
month period. 


Accordingly, Parts 231 and 261 of Title 17 of the Code 
of Federal Regulations are amended by adding this 
release thereto. By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6060/April 26, 1979 


In the Matter of 





THE CUMMINGS & LOCKWOOD QUALIFIED SAV- 
INGS PLAN 

One Atlantic Street 

Stamford, CT 06904 


(18-38) 


ORDER PURSUANT TO SECTION3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OF PARTICIPATIONS IN THE CUNNINGS 
& LOCKWOOD QUALIFIED SAVINGS PLAN 


Cummings & Lockwood, a law firm organized as a 
partnership under the laws of Connecticut filed an 
application on February 26, 1979, for an exemption 
from the registration requirements of the Securities 
Act of 1933 (“Act”) for interests or participations 
issued in connection with the Cummings & Lockwood 
Qualified Savings Plan (“Plan”). 


On March 29, 1979, a notice was issued (Securities 
Act Release No. 6048) of the filing of the application. 
The notice have interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No hearing has been 
requested and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of the 
Act, that interests or participations issued in connec- 
tion with the Plan shall not be subject to the require- 
ments of Section 5 of the Act effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 

George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6061/April 27, 1979 


In the Matter of 


H. R. 10 RETIREMENT PLAN OF SCHNADER, 
HARRISON, SEGAL & LEWIS 

1719 Packard Building 

Philadelphia, PA 19102 


(18-17) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 3(a)(2) OF THE SECURITIES ACT OF 1933 
FOR AN ORDER EXEMPTING FROM THE PROVI- 
SIONS OF SECTION 5 INTERESTS OR PARTICIPA- 
TIONS IN CONNECTION WITH THE H.R. 10 
RETIREMENT PLAN OF SCHNADER, HARRISON, 
SEGAL & LEWIS 


ERRATA: 


Page 2 of the above-captioned Notice erroneously 
stated that Applicant’s contribution is 1.5%of parti- 
cipant’s compensation in excess of $17,000 instead of 
1.5% of compensation not in excess of $17,000 and 
8.5% of compensation in excess of $17,000. 

George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6062/April 27, 1979 


In the Matter of 


THE THRIFT AND PROFIT SHARING RETIREMENT 
PLAN OF LATHAM & WATKINS 

555 South Flower Street 

Los Angeles, CA 90071 


(18-34) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS IN THE THRIFT 
AND PROFIT SHARING RETIREMENT PLAN OF 
LATHAM & WATKINS 


Latham & Watkins, a law firm organized as a general 
partnership under the laws of California, filed an 
application on January 23, 1979, for an exemption 
from the registration requirements of the Securities 
Act of 1933 (‘‘Act”) for participations or interests 
issued in connection with the Thrift and Profit Sharing 
Retirement Plan of Latham & Watkins (the “Plan’’). 
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On March 7, 1979, a notice was issued (Securities Act 
Release No. 6043) of the filing of the application. The 
notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as a matter of 
course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of the 
Act, that interests of participations issued in 
connection with the Plan shall not be subject to the 


requirements of Section 5 of the Act effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6063/April 27, 1979 


In the Matter of 


STROOCK & STROOCK & LAVAN RETIREMENT 
PLAN AND TRUST 

61 Broadway 

New York, NY 10006 


(18-32) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS IN THE STROOCK 


& STROOCK & LAVAN RETIREMENT PLAN AND 
TRUST 


Stroock & Stroock & Lavan, a law firm organized as a 
general partnership under the laws of New York, filed 
an application on January 18, 1979, for an exemption 
from the registration requirements of the Securities 
Act of 1933 (“Act”) for participations or interests 
issued in connection with the Stroock & Stroock & 
Lavan Retirement Plan and Trust (the “Plan”). 
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On March 27, 1979, a notice was issued (Securities 
Act Release No. 6046) of the filing of the application. 
The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as a matter of 
course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of the 
Act, that interests or participations issued in 
connection with the Plan shall not be subject to the 
requirements of Section 5 of the Act effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6064/April 27, 1979 


In the Matter of 


PROFIT—SHARING PLAN OF HUGHES HUBBARD & 
REED 

One Wall Street 

New York, NY 10005 


(18-49) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS ISSUED IN 
CONNECTION WITH THE PROFIT-SHARING PLAN 
OF HUGHES HUBBARD & REED 


NOTICE IS HEREBY GIVEN that the law firm of 
Hughes Hubbard & Reed (hereinafter referred to as 
“Applicant”), a New York partnership, on April 4, 1979 
filed an application for an exemption from the 
registration requirements of the Securities Act of 1933 
(the “Act’(, for participations or interests issued in 





connection with its Profit-Sharing Plan (the “Plan”). 
All interested persons are referred to that document, 
which is on file with the Commission for the facts and 
representations contained therein, which are sum- 
marized below. 


1. Introduction 


The Plan was adopted as of October 1, 1968 for the 
benefit of the Applicant’s employees and partners. In 
1977, the Plan was amended (the “1977 amendment”) 
to provide coverage only for the Applicant’s partners 
and for those employees of the Applicant who were 
participants in the Plan at the time of the 1977 
amendment. Additional amendments were made in 
1978 and 1979. As a result of the 1977 amendment, no 
further contributions by the Applicant are being made 
to the accounts of non-partner employees in the Plan. 
These accounts will be distributed to them in 
accordance with the Plan. 


Applicant states that since the Plan is of a type, 
commonly referred to as a “Keogh” plan, which covers 
persons (in this case Applicant’s partners) who are 
“employees” within the meaning of Section 401(c)(1) 
of the Internal Revenue Code of 1954, as amended 
(the “Code”), the exemption provided by Section 
3(a)(2) of the Act is inapplicable to interests in the 
Plan, absent an order of exemption issued under 
Section 3(a)(2). In relevant part, Section 3(a)(2) 
provides that the Commission shall exempt from the 
provisions of Section 5 any interest or participation 
issued in connection with a pension or profit-sharing 
plan which covers employees, some or all of whom 
are employees within the meaning of Section 401(c)(1) 
of the Code, if and to the extent that the Commission 
determines this to be necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


ll. Description and Administration of the Plan 


Applicant states that the Plan has been maintained 
since its inception as a profit-sharing plan qualified 
under Section 401 of the Code. The Internal Revenue 
Service (“IRS”) has issued a ruling to the effect that 
the Plan as amended, continues to be a qualified plan 
under Section 401(a) of the Code. 


Each partner becomes a participant in the Plan as of 
the date he first becomes a partner of the Applicant. 
Any non-partner employee who was a participant in 
the Plan at the time of the 1977 amendment will 
remain a participant and have his account distributed 
to him in accordance with the Plan. As a result of the 
1977 amendment, no further contributions by the 
Applicant are being made to the accounts of such 
employees in the Plan. 


The Plan provides for the Applicant to make annual 
contributions to a trust fund in an amount equal to the 
lesser of (a) $7,500, or (b) 7-1/2% of each partner’s 
compensation. In addition, a participant may 
contribute up to 10% of his compensation, subject to 
certain limitations. 


Applicant states that it exercises substantial 
administrative control in connection with the Plan, 
which is administered by an Administration 
Committee consisting of four partners of the 
Applicant and an employee. The Applicant has 
retained full power to amend the Plan subject to the 
Code and to the Employee Retirement Income 
Security Act of 1974 (“ERISA”). Four partners of the 
Applicant serve as trustees under the Plan. All 
contributions are held by the trustees and invested, in 
accordance with general policy guidelines established 
by the Administration Committee, by an investment 
manager appointed by the Administration Commit- 
tee. At present, the investment manager is J. & W. 
Seligman & Co. Although the trust instrument allows 
plan assets to be invested in any common, collective, 
or commingled trust fund, Applicant represents that 
the trustees have instructed the investment manager 
not to make any such investments and it further 
represents that it has no intention of requesting the 
investment manager to do otherwise in the future. 
Upon termination of service, a participant’s interest 
may be distributed in a lump sum, used to purchase a 
single life or joint and survivor annuity or paid in such 
other manner as the Administration Committee may 
approve. 


Applicant states tnat it is subject to the reporting and 
disclosure requirements of ERISA with respect to the 
Plan. Applicant states that it distributes to partici- 
pants a “summary plan description” describing the 
Plan and distributes to participants and beneficiaries 
receiving benefits under the Plan a summary annual 
report relating to the Plan and makes available to such 
participants and beneficiaries, on request and at a no 
charge, copies of reports submitted to the Department 
of Labor and the IRS, other basis documents relating 
to the Plan and a statement of such participant’s or 
beneficiary's accrued and vested benefits under the 
Plan. 


ll. Discussion 


Applicant contends that were it a corporation, rather 
than a partnership, interests or participations issued 
in connection with the Plan would be exempt from 
registration under Section 3(a)(2) of the Act, because 
no person who would be an “employee” within the 
meaning of Section 401(c)(1) of the Code would 
participate in the Plan. The Applicant argues that the 
mere fact that it conducts its business as a 
partnership rather than as a corporation should not 
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result in a requirement that interests in the Plan be 
registered under the Act. 


Applicant states that it is engaged in furnishing legal 
services of a type which necessarily involve financially 
sophisticated and complex matters and, for that 
reason as well as the extensive administrative control 
over the Plan maintained by the Applicant, is able to 
represent adequately its interest and the interests of 
participants in the Plan. 


Applicant further argues that the characteristics of the 
Plan are essentially typical of those maintained by 
many single corporate employers and that the 
legislative history of the relevant language in Section 
3(a)(2) of the Act does not suggest any intent on the 
part of Congress that interests issued in connection 
with single-employer Keogh plans necessarily should 
be registered under the Act. Rather, Congress 
excluded interests issued in connection with Keogh 
plans from the Section 3(a)(2) exemption primarily out 
of concern over interests or participations in 
commingled or collective Keogh funds which might be 
marketed by sponsoring financial institutions to 
self-employed persons unsophisticated in the 
securities field. The Applicant argues that its Plan is 
distinguishable from such funds, and that uhder the 
circumstances, granting the requested exemption 
would be appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 25, 1979, at 5:30 P.M., 
submit to the Commission in writing a request for a 
hearing on the application accompanied by a 
statement of the nature of his interest, the reasons for 
such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such communication should be 
addressed to Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the Applicant at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) should be filed 
contemporaneously with the request. An order 
disposing of the matter will be issued as of course 
foliowing May 25, 1979, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is orderd, 
will receive any notice or order issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6065/May 1, 1979 


In the Matter of 


THE ROGERS & WELLS PROFIT-SHARING PLAN 
1666 K Street, N.W. 
Washington, D.C. 20006 


(18-41) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS IN THE ROGERS & 
WELLS PROFIT-SHARING PLAN 


NOTICE IS HEREBY GIVEN that Rogers & Wells 
(hereinafter referred to as “Applicant” of “Firm’”), a 
law firm organized as a partnership under the laws of 
the District of Columbia, on March 25, 1979, filed an 
application for an exemption from the registration 
requirements of the Securities Act of 1933 (“Act”) for 
participations or interests issued in connection with 
the Rogers & Wells Profit-Sharing Plan (‘Plan’). All 
interested persons are referred to that document, 
which is on file with the Commission, for the facts 
and representations contained therein, which are 
summarized below. 


Established in 1977, the Plan provides benefits for its 
participants distributable upon retirement, disability 
or death. Partners and employees of the Firm who are 
25 years old and have completed at least six months 
of service are eligible to participate in the Plan. The 
maximum annual contribution made by the Firm on 
behalf of each eligible participant is 7 percent of the 
portion of his compensation which exceeds the Social 
Security taxable wage base or such lesser integration 
level as may be determined by the Firm. The Firm may 
determine in any year to contribute a lesser amount or 
to make no contributions. Participants are not 
required to contribute to the Plan, but are permitted to 
made voluntary contributions which, in general, may 
not exceed an average of 10 percent of their 
compensation, as defined in the Plan. 





The Plan is of the type commonly referred to as a 
“Keogh” plan, which covers persons (Applicant’s 
partners) who are employees within the meaning of 
Section 401(c)(1) of the 'nternal Revenue Code of 
1954, as amended (“Cc 3”), and, therefore, the 
exemption provided by Seccion 3(a)(2) of the Act for 
interests or participations in employee benefit plans 
would appear to be inapplicable to the Plan. Section 
3(a)(2) of the Act provides, however, that the 
Commission may exempt from the provisions of 
Section 5 of the Act any interest or participation 
issued in connection with a stock bonus, pension, 
profit-sharing, or annuity plan which covers 
employees, some or all of whom are employees within 
the meaning of Section 401(c)(1) of the Code, if and to 
the extent that the Commission determines this to be 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


The Internal Revenue Service has by letter dated 
August 17, 1978 determined that the Plan meets the 
requirements for qualifications under Section 401(a) 
of the Code. 


Applicant states that the assets of the Plan are held 
by the Trustees, who are three partners in the Firm, 
pursuant to the terms of the Plan and Affiliation 
Agreement, which together constitute the Trust. The 
Trustees may purchase insurance policies on the life 
of a participant, upon his request, so long as the 
aggregate of premiums paid on the policies on the life 
of a participant does not exceed certain specified 
percentages of the aggregate Firm contributions to 
his account. Any contributions not invested in 
insurance policies are retained in the investment fund, 
which the Trustees are authorized to invest, subject to 
the direction of the Firm as Plan Administrator, in 
such manner as they deem advisable. The Trustees 
have invested the fund in the general account of the 
New England Life Insurance Company, which has a 
guaranteed minimum rate of interest, currently 9 
percent. The Trustees must maintain separate 
accounts for Firm contributions made on behalf of 
each participant and any contributions made by a 
participant. 


Applicant states that the Firm, as Plan Administrator, 
has full authority, in its discretion, to direct the 
Trustees in the investments of the Trust. The partici- 
pant has no right to direct the Plan Administrator as 
to the manner in which his account shall be invested. 
In addition, as Plan Administrator, the Firm is respon- 
sible for the day-to-day administration of the Plan. 


Applicant contends that the reason for excluding 
Keogh plans from the exemption generally afforded by 
Section 3(a)(2) was concern that such an exemption 


might be used to mass-market Keogh plans to 
unsophisticated self-employed persons. 


Applicant submits that the elements about which 
Congress expressed concern are absent in this 
instance, and that therefore an exemption would be 
appropriate. The Plan covers employees of a single 
employer, which is a law firm engaged in financing 
legal services of a type which necessarily involves 
financially sophisticated and complex matters. The 
risks associated with the sale of multi-employer plans 
are therefore absent, Applicant states, as it can be 
assumed that the Firm is able to represent adequately 
its interests and those of its employees. Moreover, 
the Firm exercises both fiduciary and administrative 
responsibilities in connection with the Plan. 


In addition, the Plan is subject to the fiduciary 
standards and the full reporting and disclosure 
requirements of the Employees’ Retirement Income 
Security Act of 1974 (“ERISA”). 


Applicant concludes that for the foregoing reasons, 
granting the requested exemption would be 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER. GIVEN that any interested 
person may, not later than May 28, 1979, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof of 
such service (by affidavit, or in the case of an attorney 
at law, by certificate) shall be filed contemporan- 
eously with the request. An order disposing of the 
application will be issued as of course following May 
28, 1979, unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including the 
date of hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15765/April 27, 1979 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 
PORATED 

LaSalle at Jackson 

Chicago, Illinois 60604 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street & Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-Amex-79-6) 
(SR-CBOE-79-4) 
(SR-MSE-79-11) 
(SR-PSE-79-3) 
(SR-PhIx-79-4) 


NOTICE OF FILING OF PROPOSED RULES 
CHANGES AND ORDER APPROVING PROPOSED 
RULES CHANGES 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’”), notice is hereby given that the American Stock 
Exchange, Inc. (“Amex”); the Chicago Board Options 
Exchange, Incorporated (“CBOE”); the Midwest Stock 
Exchange, Incorporated (“MSE”); the Pacific Stock 
Exchange Incorporated (“PSE”); and the Philadelphia 
Stock Exchange, Incorporated (‘“Phix”) (collectively 
referred to as “the options exchanges”), filed with the 
Commission copies of proposed rule changes to 
permanently permit options transactions to be 
effected on the options. exchanges until 4:10 p.m. 
New York time.! The proposed rule changes also 





1The CBOE’s rule proposal provides that options 
transactions may be effected on the Exchange until 
ten minutes after the normal time set for the close of 
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provide that an options exchange may complete one 
trading rotation in any class of options contracts, 
even though completion of the rotation would result in 
the effecting of transactions on the exchange after 
4:10 p.m. New York time, if: (1) trading in the under- 
lying security opens or re-opens after 3:45 p.m. New 
York time, and (2) promptly thereafter, and before 4:10 
p.m. New York time, the options exchange 
commences an opening or re-opening rotation in the 
corresponding options class. In addition, the rule 
change proposals filed by the CBOE, MSE,and PSE 
delete from the rules of these exchanges references to 
closing rotations conducted after the close of regular 
trading each day.2 


The purpose of the proposed rule changes is to 
continue, on a permanent basis, an existing 
experiment involving uniform daily closing hours and 
uniform closing procedures among the options 
exchanges. This experimental program was approved 
by the Commission by order dated October 18, 1978 
(the “October Order”)? and was commenced on 
October 23, 1978. The experiment initially was 
scheduled to terminate on February 28, 1979, but was 
extended through April 28, 1979, by order of the 
Commission.4 The proposals also are for the purpose 
of providing a limited exception to the uniform closing 
time in situations where a trading rotation in an 
options class is initiated as a result of the opening or 
reopening of trading in the primary market for the 
underlying security at or near the close of trading. 


The Commission finds that the proposed rule changes 
are consistent with the requirements of the Act and 
the rules and regulations thereunder applicable to 
national securities exchanges and, in particular, with 
the requirements of Section 6 of the Act. This Section 
requires, among other things, that the rules of 





trading on the primary exchange listing the underlying 
stocks. The closing time for such primary exchange 
currently is 4:00 p.m. New York time. 


2A closing rotation is a procedure used to close 
trading in an options class by providing for bids and 
offers to be made, and orders to be executed, one 
series at a time. Prior to October 23, 1978, the CBOE, 
MSE and PSE conducted such rotations after the 
close of regular options trading each day. 


3Securities Exchange Act Release No. 15241 (October 
18, 1978), 43 FR 49867 (October 25, 1978). No 
comments were received. 


4Securities Exchange Act Release No. 15593 
(February 28, 1979), 44 FR 12525 (March 7, 1979). No 
comments were received. 





national securities exchanges be designed to promote 
just and equitable principles of trade, to remove 
impediments to and perfect the mechanism of a free 
and open market and a national market system, and to 
protect investors and the public interest; and not be 
designed to permit unfair discrimination between 
customers, issuers, brokers, or dealers. 


The Commission originally approved the uniform 
closing hours experiment because of its concerns that 
daily closing rotations as conducted by some of the 
options exchanges, and the resulting disparity in 
closing hours among the options exchanges, might 
not be in the public interest or consistent with the 
promotion of just and equitable principles of trade. 
For the same reasons, the Commission also 
published for comment proposed Securities Exchange 
Act Rules 9b-3, 9b-4(A), and 9b-4(B) addressing these 
issues. 


To assist the Commission in resolving these issues, 
the options exchanges monitored the final ten 
minutes of trading during the trial period and 
submitted to the Commission the results of their 
monitoring efforts.6 The Commission has evaluated 
these reports, along with the comments received on 
proposed Rules 9b-3, 9b-4(A), and 9b-4(B), in 
connection with its determination that the rule change 
proposals filed by the options exchanges are 
consistent with the requirements of the Act. 


The Commission believes that the six-month trial 
period has provided ample opportunity for the options 
exchanges and other interested persons to comment 
on the issues underlying these rule change proposals. 





5Securities Exchange Act Release No. 15503 (January 
17, 1979), 44 FR 4703 (January 23, 1979). Proposed 
Rule 9b-3 under the Act would prohibit any national 
securities exchange from conducting or employing 
any trading rotation in options if, during the rotation 
(with respect to options series in such class not yet 
called), new orders could not be placed on the limit 
order book or existing orders could not be cancelled 
or replaced. Proposed Rules 9b-4(A) and 9b-4(B) are 
alternative proposals which would prohibit exchange- 
listed options trading after 4:00 p.m. and 4:10 p.m. 
New York time, respectively. The comment period for 
these rule proposals expired February 21, 1979. Seven 
comments were received. 


SConsistent with the policies of the Division of Market 
Regulation, during the final two months of the trial 
period, the options exchanges also monitored the 
effects of the limited exception to the 4:10 p.m. 
permitting use of the exception have not arisen on any 
of the options exchanges. 


The Commission, therefore, finds good cause for 
approving the proposed rule changes prior to the 
thirtieth day after the date of publication of notice of 
filing thereof. 


Interested persons are invited to submit written data, 
views and arguments concerning the submissions 
within 21 days from the date of this publication. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File Nos. SR-Amex- 
79-6; SR-CBOE-79-4; ‘SR-MSE-79-11; SR-PSE-79-3; 
and SR-PhIx-79-4. 


Copies of the submissions, all subsequent amend- 
ments, and all written submissions which are filed 
with the Commission with respect to the proposed 
tule changes, and of all written communications 
relating to the praposed rule changes between the 
Commission and any person, other than those which 
may ‘be withheld from the public in accordance with 
the provisions of 5.U.S.C. 9552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


IT IS THEREFORE ORDERED, pursuant to section 
19(b)(2) of the Act, that the proposed rules changes 
referenced above be, and they hereby are, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fizsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-15766/April 27, 1979 


In the Matter of 

THE MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 

Chicago, Illinois 60603 

(SR-MSE-79-10) 

NOTICE OF FILING OF PROPOSED RULE CHANGE 


AND ORDER APPROVING PROPOSED RULE 
CHANGE 
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Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”), notice is hereby given that on April 23, 1979, 
the Midwest Stock Exchange, Incorporated (“MSE”) 
filed with the Commission copies of a proposed rule 
change which permits the MSE, upon a determination 
that it is in the interest of maintaining a fair and 
orderly market or for the protection of investors, to 
make application to the Commission to strike from 
trading and listing any class or series of options 
contracts not exclusively traded on the MSE even 
though all options contracts in that class or series 
have not expired. 


The proposed change would amend MSE Article XVI, 
Rule 4, to include the following: 


Notwithstanding the foregoing provisions, 
whenever the Exchange determines in the 
interest of maintaining a fair and orderly 
market or for the protection of investors 
that a class or series of option contracts 
previously approved for Exchange option 
transactions and not exclusively traded on 
the Exchange should no longer be 
approved, the Exchange may make 
application to the Securities and Exchange 
Commission to strike from trading and 
listing such class or series of option 
contracts. 


Interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of this publication. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-79-10. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges on which standardized options are trading, 
and in particular, the requirements of Section 6 and the 
rules and regulations thereunder. 
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The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after 
the date of publication of notice of filing thereof. The 
Commission understands that the proposed rule 
change is intended to facilitate the MSE’s application 
to the Commission to strike from trading and listing 
American Express Company call options, which are 
traded on the Chicago Board Options Exchange, 
Incorporated (“CBOE”) and the American Stock 
Exchange, Inc. (“Amex”) as well as on the MSE, and 
thereby facilitate the orderly implementation of the 
pending combination of the options markets of the 
MSE and the CBOE.! 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15767/May 2, 1979 


The Securities and Exchange Commission announced, 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”), the single ten day 
suspension of over-the-counter trading for the period 
commencing at 4:35 p.m. on May 2, 1979 and 
terminating at midnight (EDT) on May 11, 1979 of the 
securities of Solar Spectrum, Inc., previously named 
Starburst, Inc., located at 2651 South 9180 West, 
Magna, Utah 84044. 


The Commission suspended trading in the securities 
of Solar Spectrum in view of the recent unusual and 
unexplained market activity in the security. 


The price of Solar Spectrum common stock increased 
from $1 3/4 a share in December, 1978 to $3 a share 
during the week of April 23, 1979. The Commission 
staff's preliminary inquiry indicates that there is no 
public information available which would justify this 
unexplained activity. 





Securities Exchange Act of 1934 Release No. 15762 
(Aprit 24, 1979). 





Because of this recent unusual and unexplained 
market activity in Solar Spectrum, Inc.’s securities, 
the Commission staff is conducting an investigation 
to determine whether there may have been violations 
of the federal securities laws. 


lf any broker-dealer or any other person has any 
information which they believe would be useful to the 
Commission relating to this matter, they should 
contact the Washington Office of the Securities and 
Exchange Commission at (202) 755-1660. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along 
with all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be aware of 
the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless or 
until they have strictly complied with all the 
provisions of such rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
such rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain of the requirements of Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with such rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotations which is in 
violation of such rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No, 15768/May 3, 1979 


Administrative Proceeding File No. 3-5725 
In the Matter of 

THOMSON MCKINNON SECURITIES, INC. 
(8-14450) 


SAMY M. SALEM 


Order Instituting Proceedings and Imposing Remedial 
Sanctions 


In connection with a proposed administrative 
proceeding, Thompson McKinnon Securities, Inc. 
(‘Registrant’) and Samy M. Salem (‘‘Salem’”’), 
formerly a registered representative employed by 
Registrant, have submitted Offers of Settlement, 
which the Commission has determined to accept. 
Solely for the purpose of this proceeding and any other 
proceeding which may be brought by the Commission 
pursuant to specified sections of the Securities 
Exchange Act of 1934, and without admitting or 
denying the findings herein, Registrant and Salem 
consent to the findings and sanctions set forth below. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Sections 15(b) and 19(h) of the Securities 
Exchange Act of 1934 (“Exchange Act”) be, and they 
hereby are, instituted. 


Findings 


On the basis of this Order, Registrant’s and Salem’s 
Offer of Settlement and the record compiled during 
the private investigation herein, the Commission 
finds: 


1. During the period from on or about July 1974 to 
on or about April 30, 1975, (hereinafter the “relevant 
period’) Salem was employed as a registered 
representative in branch offices of Registrant in New 
York City. 


2. During the relevant period, Salem wilfully violated 
Section 17(a) of the Securities Act of 1933, and 
Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder, in that Salem: 


(a) Entered into certain over-the-counter 
and listed option transactions on behalf of 
two of the Registrant’s customers without 
the authority of those customers; 


(b) Failed to obtain full and fair market 
value for two of Registrant’s customers in 
connection with the sale of certain over- 
the-counter options; 


(c) Failed to disclose to two of 
Registrant’s customers that over-the- 
counter options were written by Salem 
against their accounts for premiums 
substantially below fair market value and 
that those options were purchased by a 
nominee account controlled by Salem and 
were simultaneously resold by Salem at 
their fair market value; 


(d) Reported falsely to two of Registrant’s 
customers the execution of certain listed 
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option transactions, when such trans- 
actions had not, in fact, taken place; 


(e) Withheld from two of Registrant’s 
customers confirmations of over-the- 
counter and listed option transactions 
executed for their accounts; and 


(f) Transferred responsibility and liability 
for over-the-counter options from an 
account of one customer, against which 
the options were originally written, to an 
account of another customer without the 
authority of either customer. 


3. During the relevant period, Registrant wilfully 
violated Section 17(a) of the Exchange Act and Rules 
17a-3, 17a-4 and 17a-11 thereunder, in that Registrant 
failed to make and keep current certain required books 
and records, failed to preserve other required books 
and records and failed to give telegraphic notice of its 
failure to make and keep current those required books 
and records within the time specified by Rule 
17a-11(c). 


4. Registrant failed to reasonably supervise persons 
under its supervision with a view toward preventing 
the violations found above in paragraphs 2 and 3. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified by the Registrant and 
Salem in their Offers of Settlement. 


Remedial Sanctions 


Accordingly, IT IS ORDERED that the following 
suspensions shall be in effect within Registrant’s 
branch office located at 1 New York Plaza, New York: 


1. A suspension for a period of sixty (60) calendar 
days of solicited transactions in over-the-counter 
(unlisted) options for any customer account; and 


2. A suspension for a period of five (5) business 
days of soliciting the opening of new customer 
accounts wherein any transactions in listed options 
are to be effected. 


IT IS FURTHER ORDERED that Registrant comply 
with its undertaking to review and, where necessary, 
strengthen its procedures with regard to its 
supervisory and bookkeeping responsibilities. 


IT IS FURTHER ORDERED that, notwithstanding the 
above suspensions, where necessary and appropriate 
to protect a public customer, Registrant may solicit 
an option transaction(s) as provided in Registrant’s 
Offer of Settlement. 
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IT IS FURTHER ORDERED that Samy M. Salem be, 
and hereby is, barred from association with any 
broker, dealer investment adviser or municipal 
securities dealer, provided that after (5) years he may 
apply to become reassociated in a non-supervisory 
capacity upon a showing that he will be properly 
supervised. 


IT IS FURTHER ORDERED that this Order shall be 
effective at the opening of business on the second 
Monday after the date of this Order. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SERVICE LIST 


Rule 23 of the Commission’s Rules of Practice 
provides that all amendments to moving papers, all 
answers, all motions or applications made in the 
course of a proceeding (unless made orally during a 
hearing), all proposed findings and conclusions, all 
petitions for review of any initial decision, and all 
briefs shall be filed with the Commission and shall! be 
served upon all other parties to the proceeding 
including the interested division of the Commission. 


The attached Order for Proceedings has been sent to 
the following parties and other persons entitled to 
notice: 


George A. Fitzsimmons, Secretary 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D.C. 20549 


Securities and Exchange Commission 
Division of Enforcement 

500 North Capitol Street, N.W. 
Washington, D.C. 20549 





lin his offer, Salem has also agreed to consent 
to a Final Judgment of Permanent Injunction in an 
action filed today in the United States District Court 
for the Southern District of New York. The judgment 
to be entered in that action enjoins Salem from further 
violations of the anti-fraud provisions with respect to 
any security. 





Securities and Exchange Commission 
New York Regional Office 

26 Federal Plaza 

New York, New York 10007 


Thomson McKinnon Securities, Inc. 
One New York Plaza 
New York, New York 


Samy M. Salem 
53 Finch Drive 
Roslyn, New York 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15772/April 30, 1979 


STATEMENT OF MANAGEMENT ON INTERNAL 
ACCOUNTING CONTROL 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed Rules. 

SUMMARY: Since the enactment of the Foreign 
Corrupt Practices Act of 1977, interest in the 
effectiveness of internal accounting controls has been 
enhanced. To provide information about the 
effectiveness of systems of internal accounting 
control, the Commission is proposing for comment 
rules which would require inclusion of a statement of 
management on internal accounting control in annual 
reports on Form 10-K filed with the Commission 
under the Securities Exchange Act of 1934, and in 
annual reports to security holders furnished pursuant 
to the proxy rules. The Commission also is proposing 
that such statement be examined and reported on by 
an independent public accountant. 


DATES: Comments should be received by the 
Commission on or before July 31, 1979. 


ADDRESS: Comments should be submitted in triplicate 
to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Comment letters should 
refer to File No. S7-779. All comments received wili be 
available for public inspection and copying in the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: James J. 
Doyle, (202-472-3782), Office of the Chief Accountant, 


Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission is proposing for public 
comment amendments to Form 10—K (17 CFR 
249.310); Regulation 14A (17 CFR 240.14a—1 et seq.); 
and Regulation S—K (17 CFR 229.20). The proposed 
amendments, if adopted, would require inclusion of a 
statement of management on internal accounting 
control in Forms 10-K and in annual reports to 
security holders furnished pursuant to Rule 14a-3 [17 
CFR 240.14a-3]. To standardize the disclosure 
requirements, the information to be included in the 
statement of management on internal accounting 
control would be specified in proposed new Item 7 
of Regulation,S-K. 


The amendments are proposed to be adopted in two 
stages. As of dates after December 15, 1979 and prior 
to December 16, 1980 for which audited balance 
sheets are required, the statement of management on 
internal accounting control would be required to 
include the following: 


1. Management’s opinion as to whether, as of the 
date of such audited balance sheet, the systems of 
internal accounting control of the registrant and its 
subsidiaries provided reasonable assurances that 
specified objectives of internal accounting control 
were achieved; and 


2. A description of any material weaknesses in 
internal accounting control communicated by the 
independent accountants of the registrant or its 
subsidiaries which have not been corrected, and a 
statement of the reasons why they have not been 
corrected. 


For periods ending after December 15, 1980 for which 
audited statements of income are required, the 
statement of management on internal accounting 
control would be required to include management’s 
opinion as to whether, for such periods, the systems 
of internal accounting control of the registrant and its 
subsidiaries provided reasonable assurances that the 
specified objectives of internal accounting control 
were achieved. In addition, the statement of manage- 
ment on internal accounting control would be required 
to be examined and reported on by an independent 
public accountant for such periods. 


Thus, initially the management opinion which would 
be required would extend only to conditions existing 
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as of the balance sheet date, and the statement of 
management would not be required to be examined 
and reported on by an independent accountant. There 
would be a specific disclosure requirement relating to 
any material weaknesses in internal accounting 
control communicated by the independent account- 
ants which have not been corrected. 


After the initial stage, the management opinion which 
would be required would extend to conditions which 
existed during the periods for which audited state 
ments of income are required, and the statement of 
management would be required to be examined and 
reported on by an independent public accountant. 


|. BACKGROUND AND BASIS FOR PROPOSED 
RULES 


In December, 1977, Congress enacted the Foreign 
Corrupt Practices Act of 1977 (“FCPA”).! Among 
other things, the FCPA requires that issuers subject 
to the registration and reporting provisions of the 
Securities Exchange Act of 1934, as amended, devise 
and maintain a system of internal accounting control 
sufficient to provide reasonable assurances that 


(i) transactions are executed in accord- 
ance with management’s general or 
specific authorization; 


(ii) transactions are recorded as neces- 
sary (a) to permit preparation of financial 
statements in conformity with generally 
accepted accounting principles or any 
other criteria applicable to such state- 
ments, and (b) to maintain accountability 
for assets; 


(iii) access to assets is permitted only in 
accordance with management’s general or 
specific authorization; and 


(iv) The recordec accountability for assets 
is compared with the existing assets at 
reasonable intervals and appropriate action 
is taken with respect to any differences.2 





1 Title | of Public Law No. 95-213 (December 19, 
1977). 


2 These internal accounting control provisions of the 
FCPA are codified in Section 13(b)(2)(B) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78m(b)(2)(B). 
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While the FCPA, which was effective upon 
enactment,? contains a specific statutory requirement 
that certain issuers devise and maintain an effective 
system of internal accounting control, the establish- 
ment and mainenance of such a system have always 
been important responsibilities of management. An 
effective system of internal accounting control has 
always been necessary to produce reliable financial 
statements and other financial information generated 
from the accounting system, as well as to assure that 
assets and transactions of the business are 
adequately controlled. 


The Commission believes that information regarding 
the effectiveness of an issuer’s system of internal 
accounting control may be necessary to enable 
investors to better evaluate management’s perform- 
ance of its stewardship responsibilities and the 
reliabilty of interim financial statements and other 
unaudited financial information generated from the 
accounting system, and that, therefore, the proposed 
rules may be necessary to the interests of investors 
and other users of financial information.4 





3 The Commission discussed the enactment of the 
FCPA in Accounting Series Release No. 242 
(Securities Exchange Act Release No. 14478, February 
16, 1978, 43 FR 7752), in which it stated: 


Because the Act became effective upon 
signing, it is important that issuers subject 
to the new requirements review their 
accounting procedures, systems of internal 
accounting controls and business practices 
in order that they may take any actions 
necessary to comply with the requirements 
contained in the Act. 


The Commission also discussed the provisions of the 
FCPA in Securities Exchange Act Release No. 
34-15570 (44 FR 10964), February 15, 1979. 


4 The Commission on Auditor's Responsibilities 
(‘Cohen Commission’) concluded that users of 
financial information are interested in whether 
controls are adequate to reduce the risk of loss of 
assets through unauthorized use or misappropriation 
and to produce reliable financial information, and that 
users may need to be informed, as part of adequate 
disclosure, about the condition of controls. See the 
Commission on Auditors Responsibilities: “Report, 
Conclusions, and Recommendations” (1978) (herein- 
after cited as “Cohen Commission Report”), p. 55. 
See also M. V. Brown, “Auditors and_ Internal 
Controls: An Analyst’s View,’’ CPA Journal 47 
(September, 1977), pp. 27-31. 





In proposing to require a statement of management on 
internal accounting control, the Commission is not 
setting forth detailed, prescriptive rules for control 
procedures and techniques which will ensure 
compliance with the internal accounting control 
provisions of the FCPA. The Commission believes 
that the control procedures and techniques which will 
provide for compliance with those provisions must be 
determined in the context of the circumstances of 
each issuer, and it is the responsibility of 
management to make those determinations. 


As noted above, the Commission is proposing, that, 
for periods ending after December 15, 1980 for which 
audited statements of income are required, the 
statement of management on internal accounting 
control be examined and reported on by an 
independent public accountant. Because of the 
independent public accountant’s expertise with 
respect to internal accounting control and the fact 
that internal accounting control is integral to 
preparation of financial statements, the Commission 
believes that an examination by an independent 
public accountant of a statement of management on 
internal accounting control would result in increased 
reliability of such a statement. It should be 
emphasized, however, that the independent account- 
ant’s responsibility will be more limited than that of 
management. The responsibility for complying with 
the substantive internal accounting control provisions 
of the FCPA, as well as with the disclosure 
requirements of these proposed rules, rests with the 
issuer and its management. 


The Commission notes that increasing attention 
recently has been focused on the need for a ‘“‘manage- 
ment report” directed to management responsibilities 
for financial reporting. The principal initiative in this 
regard was taken by the Cohen Commission, which 
recommended, among other things, that companies 
include with the financial statements a report that 
acknowledges management’s responsibilities with 
respect to the financial information reported.° The 
Financial Executives Institute (“FEI”) responded to 
the Cohen Commission’s recommendation by 
endorsing the furnishing of a management report and, 
in June 1978, issued suggested guidelines for 
preparation of a management report. Those guidelines 
generally follow the recommendations of the Cohen 
Commission. In addition, the American Institute of 





5 Cohen Commission Report. See generally pp. 76-80. 


Certified Public Accountants (“AICPA”) formed the 
Reports by Management Special Advisory Committee, 
consisting of financial executives, attorneys, a 
financial analyst, and other users of financial 
information, to consider the Cohen Commission’s 
recommendations pertaining to management reports 
and to develop guidance on matters that should be 
included in a management report. In December 1978, 
the Reports by Management Special Advisory 
Committee issued, for public comment, a report of its 
tentative conclusions and recommendations.® 


The Cohen Commission’s report, the FEI guidelines, 
and the AICPA Special Advisory Committee’s tentative 
report each contain the suggestion that a 
management report include an assessment of the 
company’s system of internal accounting control.” 
This aspect of a management report has received 
significantly more attention than any other, in large 
part as a result of the enactment of the FCPA. 


It should be noted that the management stater.ent 
which the Commission is proposing today does not 
involve matters other than internal accounting control 
that might be included in a management report. The 
Commission intends to follow closely the further 
initiatives of the private sector and will consider the 
need to proposed additional rules relating to such 
other matters. In the meantime, the Commission 
encourages issuers to provide meaningful disclosure 
regarding management responsibilities. At this time, 
however, the Commission is proposing to require only 
the more limited management statement discussed 
and set forth below. 





6 Tentative Conclusions and Recommendations of the 
Reports by Management Special Advisory Committee, 
AICPA, December 8, 1978. 


7 The example of a management representation 
regarding assessment of the company’s system of 
internal accounting control contained in the tentative 
report of the Reports by Management Special 
Advisory Committee is limited to “errors or 
irregularities that could be material to the financial 
statements” (id. at p. 5.). As discussed herein, neither 
the internal accounting control provisions of the 
FCPA nor the representations which would be 
required in the proposed statement of management on 
internal accounting control are so limited. See a/so 
Securities Exchange Act Release No. 15570, supra., n. 
3. 
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ll. DISCUSSION OF PROPOSED RULES 


A. Management Opinion 


Proposed Item 7(a) of Regulation S-K would require a 
statement of management's opinion as to whether, as 
of any date after December 15, 1979 and prior to 
December 16, 1980 for which an audited balance sheet 
is required, and for periods ending after December 15, 
1980 for which audited statements of income are 
required, the systems of internal accounting control 
of the registrant and its subsidiaries provided 
reasonable assurances that: 


1. Transactions were executed in accord- 
ance with management’s general or 
specific authorization; 


2. Transactions were recorded as neces- 
sary (a) to permit preparation of financial 
statements in conformity with generally 
accepted accounting principles (or other 
applicable criteria), and (b) to maintain 
accountability for assets; 


3. Access to assets was permitted only 
in accordance with management’s general 
or specific authorization; and 


4. The recorded accountability for assets 
was compared with the existing assets at 
reasonable intervals and appropriate action 
was taken with respect to any differences. 


1. Objectives of Internal Accounting Control 


Proposed Item 7(a) is based upon the board objectives 
of internal accounting control stated in the FCPA. In 
this regard, the Commission recognizes that systems 
of internal accounting control must be designed to fit 
individual circumstances. Numerous factors, such as 
the types of products or services provided, types of 
customers, degree of centralization, and methods of 
data processing, will -affect the choice of control 
procedures that may be necessary or appropriate to 
achieve the broad control objectives. Consequently, it 
is not practicable to prepare a comprehensive list of 
internal accounting control procedures, nor is it 
possible to prepare a list of certain internal 
accounting control procedures which would be 
appropriate for all organizations. 
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2. Internal Accounting Controls 


The Commission believes that it is important to em- 
phasize that the scope of internal accounting control 
cannot be defined in terms of types of control 
procedures or in terms of organizational or functional 
departments. Any factors within an organization 
which affect the achievement of the objectives of 
internal accounting control must be considered in 
evaluating the effectiveness of a system of internal 
accounting control, and may often include factors 
which also are concerned with what the authoritative 
pict i literature defines as “administrative con- 
trol.” 


In this connection, the AICPA’s Special Advisory 
Committee on Internal Accounting Control em- 
phasized the importance to the effectiveness of 
systems of internal accounting control of factors in 
addition to specific internal accounting control 
procedures: 


The internal accounting control environ- 
ment established by management has a 
significant impact on the selection and 
effectiveness of a company’s accounting 
control procedures and techniques. 


The control environment is shaped by 
several factors. Some are clearly visible, 
like a formal corporate conduct policy 
statement or an internal audit function. 
Some are intangible, like the competence 
and integrity of personnel. Some, like 
organizational structure and the way in 
which management communicates, en- 
forces, and reinforces policy, vary so 
widely among companies that they can be 
contrasted more easily than they can be 
compared. 


Although it is difficult to measure the 
significance of each factor, it is generally 
possible to make an overall evaluation. The 
committee believes than an _ overall 
evaluation of a company’s internal 
accounting control environment is a 
necessary prelude to the evaluation of 
control procedures and techniques. 





8 See Statement on Auditing Standards No. 1, AICPA, 
Section 320.27, for the definition of administrative 
control. That statement also recognizes, at Section 
320.29, that administrative controls and accounting 
controls are not mutually exclusive. 





A poor control environment would make 
some accounting controls inoperative for 
all intents and purposes because, for 
example, individuals would hesitate to 
challenge a management override of a 
specific control procedure. On the other 
hand, a strong control environment, for 
example, one with tight budgetary controls 
and an effective internal audit function, can 
have an important bearing on the selection 
and effectiveness of specific accounting 
‘control procedures and techniques.9 


The Commission concurs with the foregoing 
statements of the Special Advisory Committee 
regarding the importance of the control environment 
to the effectiveness of a system of internal accounting 
control. The Commission also agrees that, in addition 
to the overall importance of an environment which 
provides a high level of control consciousness, 
individual environmental factors, such as_ strong 
budgetary controls and an effective, objective internal 
audit function, can contribute directly to achievement 
of internal accounting control objectives and must be 
considered in evaluating whether reasonable assur- 
ance of achievement of such objectives is provided. 


3. Reasonable Assurance 


Like the specified objectives of internal accounting 
control, the phrase ‘“‘reasonable assurance” is 
contained in the FCPA. The concept of reasonable, as 
opposed to obsolete, assurance is incorporated in the 
proposed rules in recognition that it is not in the 
interest of shareholders for the cost of internal 
accounting control to exceed the benefits thereof. 
Such benefits, and in many cases such costs, are not 
likely to be precisely quantifiable. Therefore, many 
decisions on reasonable assurance will necessarily 
depend in part on estimates and judgments by 
management which are reasonable under the 
circumstances. 





9 Tentative Report of the Special Advisory Committee 
on Internal Accounting Control, AICPA, September 
15, 1978 (hereinafter cited as ‘Tentative Report”), p. 9. 
See generally pp. 9-12 for a discussion of the control 
environment. The Special Advisory Committee was 
formed to develop criteria for evaluating internal 
accounting controls. The Tentative Report was issued 
to solicit comments from interested parties and, thus, 
is not the final work product of the Special Advisory 
Committee. The Special Advisory Committee plans to 
issue a final report in the near future. 


Consideration of the benefits of internal accounting 
controls generally will involve some degree of 
estimation of the possible effects and the likelihood 
of occurence of various future conditions and events. 
In addition, the benefits to be considered often may 
include not only quantitative benefits, such as 
reduction in exposure to theft of assets, but also 
qualitative benefits, such as the reputation of the 
company and its management. For example, the 
benefits to be considered in connection with 
evaluating controls intended to prevent bribes and 
other illegal payments cannot be measured solely by 
the amounts of such, payments which might be 
prevented. Rather, as the Commission repeatedly has 
emphasized,!9 the relationship between such illegal 
payments, and other questionable activities—whether 
or not the amounts are significant—and the reputation 
of the company and integrity of its management is a 
significant benefit to be considered. The Commission 
recognizes that placing a value on such qualitative 
factors will almost invariably involve judgments by 
management. 


Many managements may decide that it is desirable to 
discuss in the statement on internal accounting 
control the concept of reasonable assurance and the 
extent to which decisions on reasonable assurance 
depend on management estimates and judgments. 
Some may believe that such a discussion is essential 
for informed use of the statement.'1 Comments are 
requested on whether such a discussion should be 
required in all statements of management on internal 
accounting control. 


The Commission recognizes that there are limitations 
upon the effectiveness of any system of internal 
accounting control.12 However, limitations upon the 





10 See generally Report of the Securities and 
Exchange Commission on Questionable and Illegal 
Payments and Practices submitted to the Committee 
on Banking, Housing and Urban Affairs, United States 
Senate (May 12, 1976). Also see, e.g., S.E.C. v. 
Sharon Steel Corporation, Civil No. 77-1631 
(D.C.D.C., September 20, 1977) and S.E.C. v. Ormand 
Industries, Inc., Civil No. 77-0790 (D.C.D.C., May 9, 
1977). 


11 The Cohen Commission’s example of a 
management report includes such a discussion. See 
Cohen Commission Report, p. 79. 


12 Limitations of internal accounting control are 
discussed in Statement on Auditing Standards No. 1, 
AICPA, Section 320.4. 
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effectiveness of a system of internal accounting 
control do not limit the responsibility of registrants to 
maintain a system of internal accounting control 
which provides reasonable assurances that the 
objectives of internal accounting control are achieved. 
Indeed, the fact that errors may arise as a result of 
human frailties, that systems of internal accounting 
control which provides reasonable assurances that the 
objectives of internal accounting control are achieved. 
Indeed, the fact that errors may arise as a result of 
human frailties, that systems of internal accounting 
control may be circumvented as a result of collusion 
or overridden by management,'> and that changes in 
conditions may require changes in control pro- 
cedures, mandates ongoing review and monitoring of 
any internal accounting control system if such 
reasonable assurance is to be provided. 


4. Evaluation of Internal Accounting Controls 
a. Conceptual Elements 


The Commission believes that specific methods of 
approaching and implementing evaluations of 
systems of internal accounting control will vary from 
company to company. Accordingly, the proposed 
rules do not specify the method of or procedures to be 
performed in an evaluation of internal accounting 
control. 


However, the Commission believes that evaluations 
by managements of systems of internal accounting 
control should encompass certain conceptual 
elements.14 Determination of whether a system of 
internal accounting control provides reasonable 





13 In this regard, in February 1979 the Commission 
adopted Regulation 13B-2, which expressly prohibits 
the falsification of corporate books, records, or 
accounts and prohibits the officers and directors of an 
issuer from making false, misleading or incomplete 
statements to any accountant in connection with any 
audit or examination of the issuer's financial 
statements or the preparation of required reports. See 
Securities Exchange Act Release No. 15570, supra., n. 
3: 


14 The Commission believes that the conceptual 
elements discussed herein also are reflected in the 
Tentative Report of the AICPA’s Special Advisory 
Committee on Internal Accounting Control (see Note 
11, supra). The Commission believes that the work of 
the Special Advisory Committee should be very useful 
to managements by providing a framework which will 
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assurances that the broad objectives of internal 
accounting control are achieved generally will involve 
the following: 


First, evaluation of the overall 
environment; 


control 


Second, translation of the broad objectives 
of internal accounting control into specific 
control objectives applicable to the 
particular business, organizational and 
other characteristics of the individual 
company; 


Third, consideration of the specific control 
procedures and individual environmental 
factors which should contribute to 
achievement of the specific control 
objectives; 


Fourth, monitoring of control procedures 
and consideration of whether they are 
functioning as intended; and 


Finally, consideration of the benefits 
(consisting of reductions in the risk of 
failing to achieve the objectives) and costs 
of additional or alternative controls. 


The first element of such a determination is evaluation 
of the overall control environment. The Commission 
recognizes that such evaluations will require a careful 
exercise of management’s judgment, generally 
involving consideration of matters such as the 
organizational structure, including the role of the 





be helpful to all companies in establishing an 
approach, or appraising the effectiveness of an 
existing approach, to evaluate whether the broad 
objectives of internal accounting control are achieved, 
However, the Special Advisory Committee’s Tentative 
Report does not represent a manual that can be 
followed by companies in evaluating their accounting 
control systems. This was recognized by the Special 
Advisory Committee (at p. 8 of the Tentative Report): 


[T]he approach to an evaluation suggested 
in this report is not the only way an 
evaluation can be performed, and the 
criteria included . . . are not and cannot be 
detailed rules. However, the committee 
believes that the recommendations in this 
report should help management in its 
continuing evaluation and monitoring of 
internal accounting control. 





board of directors; communication of corporate 
procedures, policies and related codes of conduct; 
communication of authority and responsibility; 
competence and integrity of personnel; accountability 
for performance and for compliance with policies and 
procedures; and the objectivity and effectiveness of 
the internal audit function. The role of the board of 
directors in overseeing the establishment and 
maintenance of a strong control environment, and in 
overseeing the procedures for evaluating a system of 
internal accounting control, is particularly important. 
The Commission has often stressed the importance of 
audit committees to enable boards of directors to 
better fulfill their oversight responsibilities with 
respect to an issuer’s accounting, financial reporting 
and control obligations.'5 


A strong control environment will not, in_ itself, 
provide a basis for reasonable assurance that the 
broad objectives of internal accounting control are 
achieved. However, the Commission agrees with the 
AICPA’s Special Advisory Committee on _ Internal 
Accounting Control that 


[i]t is unlikely that management can have 
reasonable assurance that the broad 
objectives of internal accounting control 
are being met unless the company has an 
environment that establishes an a 
priate level of control consciousness. 


For that reason, an evaluation of the overall control 
environment is a necessary first step in evaluating a 
system of internal accounting control. 


The second and third conceptual elements of an 
evaluation of a system of internal accounting control 
might be characterized as review of the system. The 
effectiveness of the design of control procedures in 





15 See Securities Exchange Act Release No. 14970 (43 
FR 31945), July 18, 1978, in which the Commission 
proposed rules requiring issuers to state whether they 
have an audit committee and whether it performs 


“customary functions” of such committees, and 
which includes a discussion of previous Commission 
actions regarding audit committees. The Commission 
adopted the proposal in Securities Exchange Act 
Release No. 15384 (43 FR 58522), December 6, 1978, 
after amending it to require disclosure of the 
functions which the audit committee actually 
performs. 


16 Tentative Report, p. 8. 


place cannot be evaluated without first relating the 
broad objectives of internal accounting control to the 
particular circumstances of a company. The AICPA’s 
Special Advisory Committee on Internal Accounting 
Control found a transaction cycle approach a 
convenient way to develop illustrative specific control 
objectives and examples of specific control 
procedures and techniques.'!? Some companies might 
use a transaction cycle approach in reviewing the 
system; others might organize a review of the system 
by functional area within the organization or use some 
other approach or combination of approaches. 
Regardless of the way in which the review of the 
system is organized, what is important is that the 
specific control objectives appropriate for the 
company, and the specific control procedures and 
individual environmental factors which should 
contribute to achievement of those specific 
objectives, are identified and considered. 


The fourth conceptual element of an evaluation of a 
system of internal accounting control might be 
characterized as monitoring compliance with control 
procedures. Management must have reasonable 
assurance not only that the system of internal 
accountng control is appropriately designed, but also 
that it is functioning as designed. In addition, 
knowledge that adherence to company policies and 
procedures will be monitored is an important element 
of an overall control environment. Monitoring 
compliance with control procedures may take place 
through observation and supervision and through 
testing of controls in effect. An objective, effective 
internal audit function can play an important role in 
monitoring compliance. 


The final conceptual element of an evalution of a 
system of internal accounting control might be 
characterized as determination of reasonable assur- 
ance. As discussed previously, determining whether 
reasonable assurance of achievement of control 
objectives is provided often will depend in part on 
estimates and judgments by managements. 


b. Documentation 


Appropriate documentation is important to each 
aspect of an evaluation of internal accounting control. 
The overall control environment often will be 
enhanced by written policies and procedures, 





17 See Tentative Report, p. 12. 
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formalized reporting responsibilities within the 
organization, and written descriptions of authority and 
responsibility. Very few, if any, registrants could 
perform an effective review of their systems of internal 
accounting control without documenting their specific 
control objectives and the control procedures in place 
which should contribute to achieving those 
objectives. Documentation of tests of controls in 
effect is necessary to determine that the tests were 
appropriately planned and performed and that the 
results of the tests were appropriately considered. 
Because of the judgmental aspects of cost-benefit 
analyses, a record of the base for management’s con- 
clusions with respect to reasonable assurance 
considerations may be particularly important. 


c. Performance of Evaluation Procedures 


Because of the interaction of numerous factors both 
within and outside the organization which affects the 
choice of control procedures necessary to obtain 
reasonable assurance that the broad objectives of 
internal accounting control have been achieved, 


control systems are necessarily dynamic. As a result 
of this dynamic nature and the possibilities that 
controls may be circumvented or overridden and that 
compliance with control procedures may deteriorate, 


evaluation of any system of internal accounting 
control requires ongoing review of the system and 
monitoring compliance with control procedures. 


It should be emphasized that the management opinion 
which would be required by proposed Item 7(a) for 
periods ending after December 15, 1980 would 
encompass reasonable assurances of achievement of 
the broad objectives of internal accounting control 
during the periods for which audited statements of 
income are required. The Commission believes that 
effective, ongoing evaluations of systems of internal 
accounting control often may result in identification 
of the need for and implementation of improvements 
in a system. To the extent that such improvements 
are necessitated by changing circumstances (includ- 
ing both circumstances which affect the benefits of 
controls by changing the risks of failing to achieve the 
broad objectives of internal accounting control and 
circumstances which change the costs of controls) 
and are made on a timely basis, the Commission 
believes that they do not indicate that the system did 
not provide reasonable assurances of achievement of 
the objectives of internal accounting control. In this 
connection, the Commission encourages the process 
of interaction between registrants and their 
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independent accountants whereby independent ac- 
countants suggest ways in which management might 
improve its internal accounting controls. 


On the other hand, weaknesses which have existed 
but have not been identified on a timely basis as a 
result of inadequate procedures for review and 
monitoring of the system of internal accounting 
control would indicate that the system did not provide 
assurances of achievement of the objectives of 
internal accounting control throughout the period and, 
therefore, would preclude an unqualified management 
opinion under proposed Item 7(a) for periods ending 
after December 15, 1980. Of course, any weaknesses 
which have been identified but not appropriately 
corrected also would preclude such an unqualified 
opinion. 


The Commission recognizes that some registrants 
may conclude that maintenance of review and 
monitoring procedures which will be sufficient to 
obtain reasonable assurances that the objectives of 
internal accounting control are achieved does not 
require performance of all such procedures at all 
locations in each reporting period. Because of the 
dynamic nature of internal accounting control and the 
resultant continuing nature of the evaluation process, 
the extent and timing of the review and monitoring of 
a system of internal accounting control are among the 
cost-benefit judgments involved in the concept of 
reasonable assurance. In its determinations regarding 
the need to take enforcement action with 
of the FCPA, among other things the Commission will 
consider the nature of weaknesses in a system of 
internal accounting control and efforts to identify and 
correct such weaknesses. 


B. “Material Weaknesses” in Internal Accounting 
Control 


Proposed Item 7(b) of Regulation S-K would require 
that statements of management on_ internal 
accounting control as of dates after December 15, 
1979 and prior to December 16, 1980 include a 
description of any “material weaknesses” in internal 
accounting control which have been communicated by 
the independent accountants of the registrant or its 
subsidiaries which have not been corrected and a 
statement of the reasons why they have not been 
corrected. 


Present auditing standards with respect to internal 
accounting control are directed to, and were 





developed in the context of, examinations of financial 
statements. Under generally accepted auditing 
standards, the auditor’s purpose in reviewing and 
evaluating internal accounting control is not to 
determine whether the broad objectives of internal 
accounting control have been achieved, but rather to 
form a basis for determining the scope of the 
examination of the financial statements. Under 
present auditing standards, '8 the responsibility of an 
independent public accountant for reporting on the 
results of the review and evaluation of internal 
accounting control performed in connection with an 
examination of financial statements is limited to 
reporting to management and the board of directors or 
audit committee “material weaknesses” which came 
to the accountant’s attention.19 


The examination by an independent public accountant 
of the statement of management on _ internal 
accounting control whch would be required by 
proposed Item 7(c) of Regulation S-K would be 
required initially for periods ending after December 
15, 1980. The Commission believes it is appropriate in 
the first, more limited, stage of the proposed rules, 
wherein an examination by an independent public 
accountant would not be required by the proposed 
rules, to require disclosure by management relating to 
any uncorrected “material weaknesses” communi- 
cated by independent accountants as a result of their 
present responsibilities with respect to examinations 
of financial statements, including disclosure of the 
reasons why such “material weaknesses” were not 
corrected. 


It should be noted that the independent accountant 
will have certain responsibilities, including revision of 





18 See Statement on Auditing Standards No. 20, 
AICPA. 


19 A “material weakness” is defined in Statement on 
Auditing Standards No. 1, AICPA, Section 320.68, as 


[a] condition in which the auditor believes 
the prescribed procedures or the degree of 
compliance with them does not provide 
reasonable assurance that errors or 
irregularities in amounts that would be 
material in the finacial statements being 
audited would be prevented or detected 
within a timely period by employees in the 
normal course of performing their assigned 
functions. 


his report on the financial statements to include an 
explanatory paragraph, in the event management 
does not appropriately disclose uncorrected “material 
weaknesses” under proposed Item 7(b).22 


C. Examination by Independent Public Accountant 


Proposed Item 7(c) of Regulation S-K would require 
that, for periods ending after December 15, 1980, the 
statement of management on internal accounting 
control be examined and reported on by an 
independent public accountant. 


Independent public accountants have long been 
involved with internal accounting control. The 
auditing profession’s second standard of field work 
states: 


There is to be a proper study and 
evaluation of the existing internal control 
as a basis for reliance thereon and for the 
determination of the resultant extent of the 
tests to which auditing procedures are to 
be restricted. 


In addition, the objectives of internal accounting 
control set forth in the FCPA, which are the same as 
those in proposed Item 7(a) of Regulation S-K, were 
taken directly from Section 320.28 of Statement on 
Auditing Standards No. 1. Because of the 
independent public accountant’s expertise with 
respect to internal accounting control and the fact 
that internal accounting control is integral to 
preparation of financial statements, the Commission 
believes that an examination by an independent public 
accountant of a statement of management on internal 
accounting control would result in increased reliability 
of such a management statement. 


1. Objectives of Examination 
Proposed Item 7(c) specifies that the examination be 


sufficient to enable the independent public 
accountant to express an opinion as to (1) whether the 





20 Statement on Auditing Standards No. 8, AICPA, 
sets forth the independent accountant’s responsibili- 
ties when the accountant is aware of any material 
inconsistencies or material misstatements of fact in 
documents containing audited financial statements. 


21 Statement on Auditing Standards No. 1, AICPA, 
Section 150.02. 
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‘representations of management in response to 
proposed Item 7(a) are consistent with the results of 
management's evaluation of the systems of internal 
accounting control, and (2) whether such manage- 
ment representations are, in addition, reasonable with 
respect to transactions and assets in amounts which 
would be material when measured in relation to the 
registrant's financial statements. The proposed 
examination by an independent public accountant of 
the statement of management on internal accounting 
control would, therefore, require expansion of the 
independent public accountant’s present responsibili- 
ties with respect to internal accounting control. 


To reach an opinion, as would be required by 
proposed Item 7(c)(1), as to whether the management 
representations were consistent with the results of 
management’s evaluation of the systems of internal 
accounting control, the independent public accoun- 
tant would have to review management’s procedures 
for reviewing, monitoring and evaluating the systems 
of internal accounting control and the results thereof. 
The purpose of this review would be to determine 
whether the management representations recognized 
any conditions which indicated that reasonable 
assurances of achievement of the objectives of 
internal accounting control were not provided, and to 
determine that management’s procedures for review- 
ing, monitoring and evaluating the systems of internal 
accounting control were not insufficient as a basis for 
its representations. Although the independent 
accountant would not necessarily be required to 
perform independent tests to reach the opinion which 
would be required under proposed Item 7(c)(1), that 
opinion would, of course, also have to reflect any 
other knowledge which the accountant may have as a 
result of an examination of the financial statements, 
as a result of the more extensive examination 
procedures which would be required under proposed 
Item 7(c)(2), or through other means. 


The independent public accountant’s responsibilities 
under proposed Item 7(c)(2) would be more extensive. 
To reach the reasonableness opinion which would be 
required under proposed Item 7(c)(2) the independent 
accountant would, in effect, have to reach 
independent conclusions as to whether the systems 
of internal accounting control provided reasonable 
assurances that transactions were recorded as 
necessary to permit preparation of annual and interim 
financial statements in conformity with generally 
accepted accounting principles; that transactions in 
amounts which would be material when measured in 
relation to the registrant’s financial statements were 
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appropriately authorized; and that assets in amounts 
which would be material when measured in relation to 
the registrant’s financial statements were appropriate- 
ly safeguarded, and there was appropriate accounta- 
bility for such assets. 


The independent public accountant would, therefore, 
have to independently evaluate and test the underlying 
bases for management’s conclusions as to the 
effectiveness of the design and functioning of the 
systems of internal accounting control and as to 
cost-benefit considerations, to the extent that those 
conclusions relate to reasonable assurances of 
achievement of the objectives of internal accounting 
control with respect to transactions and assets in 
amounts which would be material when measured in 
relation to the registrant’s financial statements. 


It should be emphasized that the materiality limitation 
contained in proposed Item 7(c)(2) would apply only 
to the objectives and scope of the independent public 
accountant’s examination. The proposed materiality 
limitation reflects a cost-benefit judgment by the 
Commission with respect to the appropriate extent of 
the independent accountant’s examination for 
purposes of the proposed rule. In contrast, the 
management representations which would be required 
by proposed Item 7(a) would not be, and the internal 
accounting control provisions of the FCPA are not, so 
limited. Rather each extends to reasonable 
assurances that the broad objectives of internal 
accounting control were achieved, without regard to 
materiality of amounts. 


2. Examination and Reporting Standards 


The Commission recognizes that examinations by 
independent public accountants of statements of 
management on internal accounting cntrol will require 
development of appropriate professional standards 
with respect to such matters as examination 
procedures; procedures for consideration of other 
knowledge, gained from the accountant’s examination 
of the financial statements or other means, which may 
be inconsistent with management’s representations; 
and procedures when the accountant believes that 
management does not have a sufficient basis for its 
representations. The Commission notes that a task 
force of the AICPA’s Auditing Standards Board is 
currently considering the general issue of reporting to 
the public on internal accounting control. The 
Commission believes that it is appropriate to continue 
its past policy of permitting the accounting profession 
to determine the standards and procedures underlying 





accountants’ reports as long as this policy is 
consistent with the interests of investors, the federal 
securities laws, and the Commission’s rules and 
regulations thereunder. 


Since the standards applicable to reporting should be 
integrated with those applicable to the conduct of the 
examination, the Commission also believes that it is 
appropriate to allow the accounting profession to take 
the lead in determining the standards applicable to 
the specific form and content of an accountant’s 
report on an examination of a statement of 
management on internal accounting control. 


Accordingly, the Commission urges the AICPA’s 
Auditing Standards Board to continue its study of 
reporting on internal accounting control in the light of 
the Commission’s proposed requirement for an 
examination by an independent public accountant of a 
statement of management on internal accounting 
control, and to be prepared to adopt, on a timely 
basis, an authoritative pronouncement which sets 
forth the standards and procedures to be followed in 
connection with such an examination, and the form 
and content of a report thereon. The Commission 
intends to follow this work closely. If it appears that 
sufficient progress is not being made toward 
development of appropriate standards and proce- 
dures, the Commission will undertake to develop such 
standards and procedures. 


lll. OTHER ISSUES 
A. Costs of Proposed Rules 


The Commission is aware that in most cases an 
expansion of the independent accountant’s work with 
respect to internal accounting control would be 
necessitated by this proposal. While such an expan- 
sion of work would probably result in additional costs 
to registrants,“* the Commission believes that such 
costs likely would be in large part of an initial rather 
than a continuing nature. In addition, the 
Commission believes that in many instances the 


22 As to the basic proposal for a statement of 
management on internal accounting control, the 
Commission believes that this proposal will not 
establish requirements for maintenance of systems of 
internal accounting control which exceed those 
already required by the FCPA. Consequently, the 
costs of providing the proposed statement of 
management on iternal accounting control should not 
be substantial. 


additional work of the independent accountant with 
respect to internal accounting control would result in 
reductions in costs of the examination of the financial 
statements, as independent accountants would be 
able to gises more reliance on internal accounting 
control.22 The Commission believes that the 
additional costs of the proposed requirement that the 
statement of management on internal accounting 
control be examined by an independent public 
accountant would be outweighed by the increased 
reliability of the statement of management which 
would result from such examination. 


The Commission believes that the benefits of new re- 
quirements to present and prospective investors 
should outweigh any additional costs involved. Since 
the benefits of the proposed examination by an inde- 
pendent public accountant of the statement of 
management on internal accounting control are not 
subject to quantification, and the measurement of 
costs includes many variables which are highly 
uncertain, the weighing of costs and benefits of such 
an examination will inevitably require the Commis- 
sion’s judgment. The Commission specifically 
requests comments on the costs and benefits of the 
proposed requirement for examination by an 
independent public accountant, including possible 
alternatives to the proposed scope of such examina- 
tion. 


In particular, comments are requested on the costs 
and benefits of the following alternatives to the pro- 
posed examination by an independent public accoun- 
tant: 


1. A requirement for an examination 
which would be sufficient to enable the in- 
dependent public accountant to express an 
opinion as to whether the representations 
of management in response to proposed 
Item 7(a) are reasonable. In effect, this 
would require the independent public 
accountant to reach independent conclu- 
sions as to whether the systems of internal 
accounting control provided reasonable 
assurances (cost-benefit judgments not 
limited to material amounts) of achieve- 
ment of the broad objectives of internal 
accounting control. 





23 However, registrants’ selections of independent 
accountants for examinations of statements of 
management on internal accounting control would not 
be restricted to the same independent accountants 
who are engaged to examine the financial statements. 
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2. No requirement for an examination by 
an independent public accountant. Rather, 
require registrants to state whether or not 
the statement of management on internal 
accounting control had been examined by 
an independent public accountant, and 
require the filing of the related account- 
ant’s report if an affirmative statement is 
made. This would, of course, also require 
development of professional standards for 
examinations by independent public ac- 
countants of statements of management on 
internal accounting control. It might also 
necessitate specific professional standards 
for responsibilities of an independent 
accountant as a result of association with 
such a statement of management which 
accompanies audited financial statements. 


To the extent possible, commentators are requested 


to supply empirical data in support of their 
comments. 


In addressing this issue, commentators also are 
requested to consider whether certain registrants 
should be exempted from the requirement that the 
proposed statement of management be examined and 
reported on by an independent public accountant. 
The costs of such an examination may fall with the 
greatest severity on smaller registrants; however, 
systems of internal accounting control of smaller 
registrants may be generally less sophisticated and 
less well documented so that examination by an 
independent public accountant may be particularly 
needed. 


As part of its response to issues relating to the impact 
on small businesses of the disclosure requirements of 
the federal securities laws, the Commission recently 
announced the adoption of a_ simplified form, Form 
S-18, under the Securities Act.24 Form S-18 is available 
to issuers not subject to the Commission’s 
continuous reporting requirements when they register 
securities to be sold for cash not exceeding an aggre- 
gate offering amount of $5 million. Comments are 
also specifically requested on whether a registrant 
filing on Form S-18, and thereby becoming subject to 
the reporting provisions of section 15(d) of the Sec- 
urities Exchange Act,. should be exempt from the 
requirement for an examination by an independent 
public accountant with respect to the statement of 





24 See Securities Act Release No. 6049, April 3, 1979 
(44 FR 21562). 
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management on internal accounting control contained 
in its initial annual report on Form 10-K. 5 


B. Disclosure of Basis for Management Opinion 


In addition to the opinion which would be required by 
proposed Item 7(a) of Regulation S-K (and, in the ini- 
tial stage, the disclosures relating to uncorrected 
“material weaknesses” which would be required by 
proposed Item 7(b)), registrants are encouraged to 
include in the statement of management on internal 
accounting control whatever information they believe 
would make the statement most useful. Some may 
believe that disclosure of the basis for the manage- 
ment opinion, including a description of the general 
approach applied in evaluating internal accounting 
controls and the extent to which the procedures 
comprised by such approach were performed in the 
periods encompassed by such opinion, should be 
required. Comments on this issue are specifically 
requested. 


C. Signing of Management Statement 


Some may believe that the statement of management 
should be required to be signed by a certain 
representative or representatives of management, 
such as the chief executive officer or the chief fin- 
ancial officer. Comments on this issue are specifi- 
cally requested. 


IV. PROPOSED EFFECTIVE DATES 


The Commission recognized that the enactment of the 
FCPA has prompted many registrants to reevaluate 
their procedures for reviewing, monitoring and 
evaluating their systems of internal accounting 
control and that issuance of these rule proposals may 
provide additional focus for such reevaluation. The 
Commission also recognizes that, as a result of 
recently establishing sound procedures for reviewing, 
monitoring and evaluating their systems of internal 
accounting control, some registrants may have iden- 
tified and corrected conditions which had not 
provided reasonable assurance of achievement of the 
objectives of internal accunting control. 





25 Similarly, the Commission has amended its 
requirements to permit Form S-18 registrants to 
include in their initial filing on Form 10-K, in lieu of 
similar information called for by Form 10-K, 
information concerning the registrant’s business, the 
remuneration of its officers and directors, and the 
interest of management and others in certain 


transactions which had been provided 
registration statement on Form S-18. 


in the 





Accordingly, these amendments are proposed to be 
effective with respect to reports for fiscal periods 
ending after December 15, 1979. Statements of 
management on internal accounting contro! would not 
be required for reports for periods ending prior to 
December 15, 1979. In addition, by proposing to 
adopt these amendments in two stages as discussed 
herein, representations regarding the effectiveness of 
systems of internal accounting control would be 
required to encompass only conditions existing as of 
and after the end of the first fiscal period for which 
the amendments would be effective. 


Nevertheless, it again should be emphasized that 
the FCPA was effective upon enactment in December 
1977. Registrants would be well advised to ensure 
that any weaknesses in internal accounting control are 
identified and corrected on the most timely basis. 


V. AUTHORITY FOR, AND REQUEST FOR COM- 
MENT ON SCOPE OF, PROPOSED AMENDMENTS 


The Commission is not at this time proposing to 
require the disclosures outlined in this release in 
registration statements filed pursuant to the Secur- 
ities Act of 1933. The Commission recognizes, 
however, that much of the rationale which supports 
the furnishing of this information to investors in 
Securities Exchange Act filings may apply with equal 
force to Securities Act registration statements. The 
Commission therefore invites comments concerning 
whether these proposals should be extended to filings 
under that Act. In that connection, the Commission 
invites commentators to consider whether the 
applicability of these proposals to Securities Act regi- 
stration statements would have any impact—whether 
favorable or unfavorable—on the capital formation 
process and whether the Commission should consider 
exempting any category of issuers from those require- 
ments, should it determine to extend them to Securi- 
ties Act registration statements. 


The Commission also invites comment concerning 
whether it would be appropriate to extend these 
requirements to Forms N-1 and N-2 for use by 
open-end and closed-end management investment 
companies; Form N-1R for annual reports of 
registered management investment companies; Form 
N-5R for annual reports of small business investment 
companies; and to Forms U5A, U5B, U5S, and U-6B-Z 
promulgated under the Public Utility Holding 
Company Act of 1935. Similarly, commentators are 
requested to consider whether these disclosure items 
should be incorporated in Forms 20 and 20-K for use 
by certain foreign private issuers. 


The Commission is proposing these amendments pur- 
suant to its general rulemaking authority contained in 
Section 23(a) of the Securities Exchange Act of 1934, 


15 U.S.C. 78w(a). That provision empowers the 
Commission to promulgate ‘such rules and 
regulations as may be necessary or appropriate to 
implement the provisions” of the Act. 


The internal accounting control requirements of the 
Foreign Corrupt Practices Act—which these 
amendments would, in part, implement—appear in 
Section 13(b)(2)[B] of the Securities Exchange Act, 15 
U.S.C. 78m(b)(2). The various disclosure forms and 
schedules which these proposals would amend have 
been promulgated pursuant to sections 12, 13, 14 and 
15(d) of the 1934 Act, 15 U.S.C. 781, 78m, 78n, 780. 


Section 23(a) of the Securities Exchange Act requires 
the Commission to consider the impact which any 
proposed rule would have on competition. While the 
Commission is not aware of any competitive impact 
likely to result from the proposals described in this 
release, commentators are invited to address that 
issue. 


VI. REQUEST FOR COMMENTS 


All interested persons are invited to submit their views 
and comments on the foregoing in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549 on or before 
July 31, 1979. Such communications should refer to 
File S7-779 and will be available for public inspection. 
Vil. TEXT OF PROPOSED RULES 

In consideration of the foregoing, it is proposed to 
amend 17 CFR Chapter II as follows: 


PART 229—STANDARD INSTRUCTIONS FOR FILING 
FORMS UNDER SECURITIES ACT OF 1933 AND 
SECURITIES EXCHANGE ACT OF 1934—REGULA- 
TION S-K 


1. By amending §229.20 by adding Item 7 to read as 
follows: 


§229.20 Information required in document. 


* * * * 


Item 7. 


Statement of management on internal 
accounting control. 


(a) State management’s opinion as to whether, as 
of any date after December 15, 1979 and prior to 
December 16, 1980 for which an audited balance sheet 
is required, and for periods ending after December 15, 
1980 for which audited statements of income are 
required, the systems of internal accounting control 
of the registrant and its subsidiaries provided 
reasonable assurances that: 
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(1) Transactions were executed in accord- 
ance with management’s general or 
specific authorization; 


(2) Transactions were recorded as nec- 
essary (i) to permit preparation of financial 
statements in conformity with generally 
accepted accounting principles (or other 
applicable criteria), and (ii) to maintain 
accountability for assets; 


(3) Access to assets was permitted only 
in accordance with management’s general 
or specific authorization; and 


(4) The recorded accountability for assets 
was compared with the existing assets at 
reasonable intervals and appropriate action 
was taken with respect to any differences. 


(b) For statements of management on_ internal 
accounting control as of dates after December 15, 
1979 and prior to December 16, 1980, describe any 
material wearnesses in internal accounting control 
which have been communicated by the independent 
accountants of the registrant or its subsidiaries which 
have not been corrected, and state the reasons why 
they have not been corrected. 


(c) For periods ending after December 15, 1980, the 
statement of management on internal accounting 
control shall be examined and reported on by an inde- 
pendent public accountant. The examination shall be 
sufficient to enable the independent public 
accountant to express an opinion as to (1) whether the 
representations of management in response to 
paragraph (a) are consistent with the results of 
management’s evaluation of the systems of internal 
accounting control; and (2) whether such representa- 
tions of management are, in addition, reasonable with 
respect to transactions and assets in amounts which 
would be material when measured in relation to the 
registrant’s financial statements. 


Instructions. 


1. The statement of management on internal 
accounting control should accompany the financial 
statements. 


2. The independent public accountant’s report of 
examination shall accompany or be included within 
the accountant’s report on the financial statements. 


PART 240—GENERAL RULES AND REGULATIONS, 
SECURITIES EXCHANGE ACT OF 1934 
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2. By amending §240.14a-3 by adding a new para- 
graph (b)(4), renumbering present paragraphn (b)(4) to 
(12) as (b)(5) to (13), and amending the references to 
the renumbered paragraphs as follows (changes 
italicized): 


§240.14a-3 Information to be furnished to security hol- 
ders. 


(b) x. *e 


(4) The report shall contain a statement of manage- 
ment on internal accounting control prepared in 
accordance with the provisions of Item 7 of 
Regulation S-K. 


(5) Note 1: Subparagraph (b) (77) permits. ... 


(6) (No change.) 


(7) Note: Subparagraph (b) (77) permits... . 


(8) (No change.) 


(9) (No change.) 
(10) Note: Pursuant to the undertaking required by 
the above paragraph, (b) (70). ... 


(11) Subject to the foregoing requirements, the 
report may be in any form deemed suitable by 
management and the information required by subpara- 
graphs (b)(5) to (b)(70). . . . 


(12) Subparagraphs (b)(5) through (b)(77) shall not 
apply.... 


(13) (No change.) 


* * 


PART249—FORMS, SECURITIES EXCHANGE ACT OF 
1934 


3. By amending §249.310 by renumbering Items 
13-15 of Part Il as Items 14-16 and by adding a new 
Item 13 to Part | to read as follows: 


§249.310 Form 10-K, annual report pursuant to section 
13 or 15d of the Securities Exchange Act of 1934. 


* * * * * 


Item 13. Statement of Management on_ Internal 
Accounting Control. A statement of management on 
internal accounting control shall be furnished in 
accordance with the provisions of Item 7 of Regula- 
tion S-K. 





By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15773/May 3, 1979 


In the Matter of 

PHILADELPHIA STOCK EXCHANGE, INC. 
(SR-PHLX-78-22) 

ORDER APPROVING PROPOSED RULE CHANGES 


On October 30, 1978, the Philadelphia Stock 
Exchange, Inc. (“Phix”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of proposed 
rule changes which make modifications to the Phix’s 
rules relating to the implimentation and operation of 
an Intermarket Trading System (“ITS”). The proposed 
rule changes would provide an alternative method of 
entering commitments to trade and responses in the 
ITS using a terminal operated by a Phix employee, and 
limit the liability of the Phix to its own 
members in the event of errors or omissions by the 
Phix employee. 


Notice of the proposed rule changes together with the 
terms of substance of the proposed rule changes was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-15506, 
January 18, 1979) and by publication in the Federal 
Register (44 FR 5232, January 25, 1979). All written 
statements with respect to the proposed rule changes 
between the Commission and any person were 
considered and (with the exception of those state- 
ments or communications which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552) were made available to the public at the 
Commission’s Public Reference Room. 


The Commission finds that the proposed rule changes 
are consistent with the requirements of the Act and 
the rules and regulations thereunder applicable to 
national securities exchanges, and in particular, the 
requirements of Sections 6 and 11A, and the rules and 
regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule changes be, and they hereby are, 
approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15774/May 3, 1979 


The Securities and Exchange Commission announced, 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”), the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 3:50 p.m. (EDT) on May 
3, 1979 and terminating at midnight (EDT) on May 12, 
1979 of the securities of Brascan Ltd. (“Brascan’”), a 
Canadian corporation with principal executive offices 
located at Commerce Court West, Toronto, Canada. 


The Commission suspended trading in the securities 
of Brascan for a ten day period because of the 
uncertainty in the financial community with respect to 
the status of recent transactions in the securities of 
Brascan. 


On May 1, 1979, a Temporary Restraining Order was 
signed by Judge Charles L. Brieant, United States 
District Judge for the Southern District of New York 
which temporarily enjoins Edper Equities Ltd. and 
certain affiliated individuals and entities from: (a) 
consummating the purchase of Brascan securities 
ordered through the facilities of the American Stock 
Exchange on April 30, 1979 and May 1, 1979; (b) 
acquiring or attempting to acquire by open market 
purchases or otherwise, any shares of Brascan; (c) 
soliciting any proxy, consent, authorization, or agree- 
ment to vote Brascan shares; (d) voting any shares of 
Brascan stock previously acquired or otherwise utiliz- 
ing any such stock as a means of affecting the 
management of Brascan as well as certain other 
actions. A hearing has ben scheduled for 2:00 p.m. on 
May 3, 1979 for the defendants to show cause why an 
order preliminarily enjoining the defendants from the 
above acts should not be made. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
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carefully consider the foregoing information subse- 
quently issued by the company. 


Furthermore, brokers and dealers should be aware of 
the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading sus- 
pension, no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of such rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
such rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D. C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with such rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of such rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15775/May 3, 1979 


The Securities and Exchange Commission announced, 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”), the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 4:30 p.m. (EDT) on May 
3, 1979 and terminating at midnight (EDT) on May 12, 
1979 of the securities of: 


HOVERMARINE CORPORATION (“Hover- 
marine”), a Pennsylvania corporation with 
principal executive offices located at 
Three Gateway Center, Pittsburgh, 
Pennsylvania 15222; and 


RIVERSIDE PROPERTIES (‘Riverside’), an 
Illinois business trust with principal 
executive offices located at 118 West 
Adams, Jacksonville, Florida 32202. 


AMTERRE DEVELOPMENT INC. (“Amterre”), 
a Delaware corporation with principal execu- 
tive offices located at Two Bala Cynwyd 
Plaza, Bala Cynwyd, Pennsylvania 19004; 


The Commission initiated the suspensions of trading 
in the securities of Hovermarine, Riverside and 
Amterre because of the lack of current adequate and 
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accurate information about their operations and 
financial condition in that Hovermarine, Riverside and 
Amterre have failed to file their Annual Reports on 
Form 10-K for their fiscal years ended December 31, 
1978. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along 
with all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be aware of 
the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of such rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
such rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with such rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of such rule, the Commission will consider 
the need for prompt enforcement action. 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21019/April 26, 1979 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(31-766) 

MEMORANDUM OPINION AND ORDER GRANTING 
APPLICATION BY HOLDING COMPANY FOR EXEMP- 
TION PURSUANT TO SECTION 3(a)(2) 


Ohio Edison Company (“Ohio Edison”), an operating 
electric utility Company and a registered holding 





company, has applied, on behalf of itself and each of 
its subsidiaries, for an order, pursuant to section 
3(a)(2) of the Public Utility Holding Company Act of 
1935 (‘‘Act”), exempting it and its subsidiaries from all 
provisions of the Act except Section 9(a)(2). Notice of 
the application was duly given (HCAR No. 20923, 
February 15, 1979). No person has requested a 
hearing, and, as the record is complete, no hearing is 
necessary. 


Ohio Edison, an Ohio corporation, furnishes electric 
service in 553 communities as well as in rural areas of 
central and northeast Ohio. The principal communi- 
ties served are Akron, Youngstown, Warren, 
Mansfield, Springfield and Lorain, Ohio. Ohio Edison 
also sells energy for resale by 21 municipalities and 8 
rural cooperatives in Ohio and supplies steam in the 
downtown business sections of Akron, Springfield and 
Youngstown. The area served by Ohio Edison has a 
population estimated at 2,380,000. The company’s 
rates and service are regulated by the Public Utilities 
Commission of Ohio except that its wholesale rates 
are regulated by the Federal Energy Regulatory 
Commission (“FERC”). 


Ohio Edison has, since its organization, owned all of 
the common stock of Pennsylvania Power Company 
(“Penn Power”), an electric utility company organized 
in Pennsylvania and serving 137 communities and five 
municipalities in a part of western Pennsylvania which 
is contiguous to Ohio Edison’s service territory. New 
Castle and Sharon, Pennsylvania, are the largest 
communities served. The area served has a population 
estimated at 324,000. Penn Power is subject to the 
jurisdiction of the Pennsylvania Public Utility 
Commission and FERC. 


Ohio Edison and Penn Power currently own 
generating units having a net capability of 3,927 MW., 
and share, as tenants-in-common with other public 
utility companies, ownership of various other 
generating units for a total system capability of 5,704 
MW. Ohio Edison, Penn Power and three neighboring 
public utility companies comprise the Central Area 
Power Coordination Group (“CAPCO”). All of the 
major additions to the generating capacity of Ohio 
Edison and Penn Power now planned or under 
construction are a part of the CAPCO Group Program 
for joint development of generation and transmission 
facilities. Pursuant to agreements among the CAPCO 
Group companies, each member is obligated to 
provide a portion of the construction and operating 
costs of the shared factilities. 


The CAPCO members, in 1969, entered into a long 
term coal supply contract with North American Coal 
Company, a large unaffiliated coal company, to 
supply the coal requirements of a new CAPCO gener- 
ating plant. Quarto Mining Company (“Quarto”) was 


created as a subsidiary of North American Coal 
Company to develop mines and perform the contract. 
The CAPCO members undertook to advance funds to 
finance the development. In a series of subsequent 
agreements, the five CAPCO members have continued 
and enlarged the Quarto agreement, as their co-owned 
generating capacity grew, in the form of guarantees of 
Quarto’s borrowings rather than direct advances.1 


The CAPCO members guarantee separately their 
proportion of Quarto obligations, without joint 
liability. At December 31, 1978, Ohio Edison and Penn 
Power had guaranteed about $157 million of Quarto 
obligations, of which Penn Power’s share was about 
$22.5 million. These, guarantees include about 
$68 million of long term debt, $58 million of leases 
and $30 million of short term bank loans of Quarto. 


Ohio Edison also owns 16.5% of the issued and out- 
standing common stock of Ohio Valley Electric 
Corporation (“OVEC”), which in turn owns all of the 
stock of Indiana-Kentucky Electric Corporation 
(“IKEC”). OVEC, an Ohio corporation, and IKEC, an 
Indiana corporation, were organized. in 1952 pursuant 
to an agreement among Ohio Edison, Penn Power and 
13 other independent public utility companies and 
holding companies and the then Atomic Energy 
Commission,2 now part of the Department of Energy 
(“DOE”), to supply the power requirements of the 
DOE gaseous diffusion plant north of Portsmouth, 
Ohio. The Commission apporoved the acquisition of 
the common stock of- OVEC by their sponsoring 
electric companies under Section 10 of the Act on 
November 7, 1952. Ohio Valley Electric Corporation, 
34 SEC 323. 


Under participation arrangements with DOE, the 
sponsor companies are obligated to supply OVEC 
certain capital funds, if needed, and are entitled to 
receive any available power in excess of the DOE 
contract demand. The participation percentages of 
Ohio Edison and Penn Power are 14.5% and 2.0%, 
respectively. OVEC and IKEC own two steam electric 
generating stations on the Ohio River with a combined 
generating capacity of 2,365 MW. These plants are 
connected by a 345 kv transmission network and are 
interconnected with the major transmission systems 
of the sponsoring parent companies. In 1978 the 





1 Ohio Edison Company, HCAR No. 16905 (November 
16, 1970); HCAR No. 18144 (October 30, 1973); HCAR 
No. 18511 (July 26, 1974); HCAR No. 20604 (June 30, 
1978); HCAR No. 20747 (October 26, 1978); HCAR No. 
20903 (January 30, 1979). 


2 References to “DOE” include its predecessor. 
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combined output of the two plants was 15,383,554 ,000 
KWH, of which 13,934,542,000 KWH were sold to 
DOE. 


At December 31, 1978, Ohio Edison had issued and 
outstanding 52,120,230 shares of common stock, par 
value $9, owned by approximately 157,664 sharehol- 
ders. The stock is traded on ‘the New York and 
Midwest Stock Exchanges. Ohio Edison and Penn 
Power each have outstanding and publicly-held 
several series of cumulative preferred stock and first 
mortgage bonds. For the year ended December 31, 
1978, Ohio Edison reported $752.5 million in gross 
electric revenues and $100.1 million in net operating 
income, after intercompany eliminations and adjust- 
ments. For the same period, Penn Power reported 
$119.1 million in electric sales and $23.8 million in net 
income. At December 31, 1978, the net utility plant, 
including construction in progress, for Ohio Edison 
was $2,302 million, and that for Penn Power was $416 
million. At December 31, 1978, the consolidated net 
utility plant of OVEC and IKEC was $145 million, and 
gross revenues for the year then ended were $223 
million. Condensed balance sheets of these 
companies appear as Appendix I. 


Ohio Edison was formerly a subsidiary of Common- 
wealth & Southern Corporation, a registered holding 
company. Pursuant to a plan under Section 11(e) of 
the Act approved on November 22, 1948,3 Common- 
wealth & Southern Corporation distributed the 
common stock of Ohio Edison to its common stock- 
holders so that Ohio Edison became an independent 
integrated registered holding company system. 


Under Section 3(a)(2) of the Act, the Commission may 
exempt a holding company and its subsidiaries from 
any provision or provisions of the Act which would 
apply to such companies in their capacity as such if it 
finds that “such holding company is predominantly a 
public-utility company whose operations as such do 
not extend beyond the state in which it is organized 
and states contiguous thereto. . . .” The Commission 
may deny, limit or condition any application for 
exemption under Section 3(a) if it finds the exemption 
“detrimental to the public interest or the interest of 
investors or consumers... .” 


The exemption provided by Section 3(a)(2) was 
designed for a case in which “the company is itself a 
utility, being a holding company only in form by 
reason of the fact that it has one or more minor 





3 Commonwealth & Southern Corporation, et al., 28 
SEC 776 (1948). 


438/SEC DOCKET 


subsidiary utilities.”4 In applying the statutory test, 
we have compared various aspects of the utility 
operations of the holding company with those of its 
utility subsidiaries, generally attaching most signifi- 
cance to gross revenues, eliminating intrasystem 
transactions to avoid double counting. The excluded 
revenues consist of sales, at prices regulated by 
FERC, of electric energy generated by one system 
company to the system company that purchases this 
energy for resale to its cusomers. This computation 
emphasizes ultimate sales to customers rather than 
the generating source of the energy thus sold. 


In applying this standard to Ohio Edison, the signifi- 
cance of its 16.5% ownership of the common stock of 
OVEC calls for special attention. As we said in a simi- 
lar case: 


“Under the circumstances, the operations 
of EEI which are devoted to satisfying the 
AEC requirements represent a special and 
virtually riskless power supply service to a 
single instrumentality of the United States 
Government filiing a vital defense need, 
and in our opinion are materially different 
from the Union System’s other utility 
operations. In evaluating whether Union’s 
own utility operations predominates in 
influence and importance within the 
meaning of Section 3(a)(2), we think that it 
is in keeping with the intent of the Act to 
take this qualitative difference into account, 
and that EEl’s activities attributable to 
meeting its share of AEC’s requirements 
under existing arrangements should not 
affect Union’s ability to qualify for an 
exemption under Section 3(a)(2).”° 


Like EEl, OVEC’s primary obligation is to supply 
DOE’s requirements.° It sells its surplus electric 
energy to its parents and has no other material 
business. All of the stock of OVEC is owned by its 
parents. The debt securities were privately placed with 





+s. Rep. No. 621, 74th Cong., 1st sess., 24 (1935); 
H.R. Rep. No. 1318, 74th Cong., 1st sess., 10 (1935). 


5 Union Electric Company, 40 SEC 1072, 1076 (1962), 
with respect to Electric Energy, Inc. (“EEI”), another 
special purpose jointly owned generating company 
designed to serve an AEC facility near Paducah, 
Kentucky. 


6 The present contract with DOE expires December 
31, 1979, but it is stated that a modification which 
would extend the terms to October 14, 1992, is being 
negotiated. 





institutional investors. OVEC and IKEC have, in recent 
years, incurred substantial pollution control obliga- 
tions in the form of installment purchase contracts, 
which are indirectly represented by revenue bonds 
issued to the public by local government authorities. 
However, the contractual arrangements provide for 
direct payment of these obligations by DOE to the 
respective trustee for each series of revenue bonds. 


Accordingly, we consider only the non-DOE portion of 


OVEC’s operations in measuring the relative 
magnitude of the subsidiaries in the Ohio Edison 
system. 


The following table compares Ohio Edison’s public 
utility operations with the operations of its 
subsidiaries, including the whole of OVEC’s non-DOE 
operations, for the calendar year 1978. 


Non-DOE 


Penn 
Power 


Portion 
of OVEC b/ Subsidiary Ohio Edison 


Total 
Ratio 





Utility Operating 
Revenues: 
Gross a/ (000) 
Net operating 
income (000) 
Sales of electricity- 
GWH (000) 

Utility Plant: (000) 
Gross~at original cost 
Net-at original cost 

Average number of 
customers-electric 


$111,314 
23,755 
3,251 


506 ,374 
415,632 


118,890 


$ 15,967 


$127,281 $ 751,642 16.9 


786 24,541 100,190 24.5 


1,347 4,598 19,058 


24.1 


40,120 
12,832 


546 ,494 
428 ,464 


2,889,552 18.9 
2,302,188 18.6 
15 


118 ,905 810,451 14.7 


a/ After elimination of transactions between Ohio Edison and Penn Power. 
b/ Excluding sales to DOE and percentage of plant equal to percentage of 


gwh sold to DOE. 


In most of the significant factors, the subsidiaries 
represent less than 20% of the corporate utility 
business of Ohio Edison itself. The subsidiary 
gigawatt hour (gwh) sales include the large volume of 
wholesale sales by OVEC to all of its parents. But we 
consider the comparison of gwh sales of Penn Power 
to those of Ohio Edison (17%) more representative of 
the system’s actual character. 


We find that Ohio Edison Company is predominantly a 
public utility company within the meaning of Section 
3(a)(2) of the Act.8 Ohio Edison meets all other 
statutory requirements. 


On the basis of the record, we find that the applicable 
provisions of the Act and the rules thereunder are 





7 Indiana-Kentucky Electric Corporation, HCAR No. 
19929 (March 10, 1977); Indiana-Kentucky Electric 
Corporation, HCAR No. 20537 (May 8, 1978); Ohio 
Valley Electric Corporation, HCAR No. 20732 (October 
17, 1978); Ohio Valley Electric Corporation, HCAR No. 
20973 (March 26, 1979). 


satisfied, and that it is appropriate in the public 
interest and in the interest of investors and 
consumers that the application for exemption be 
granted. 


IT 1S ORDERED, accordingly, pursuant to Section 
3(a)(2) of the Act, that Ohio Edison Company and its 
subsidiary companies set as such are exempt from all 
provisions of the Act and rules thereunder except 
Section 9(a)(2), effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





8 Delmarva Power & Light Company, HCAR No. 19717 
(October 19, 1976); Union Electric Company, 40 SEC 
1072, 1077 (1962); Wisconsin Electric Power 
Company, HCAR Nos. 12855 (April 25, 1955) and 
12917 (June 3, 1955); Northern States Power Company 
(Minnesota), 36 SEC 1, 5 (1954); Washington Gas 
Light Company, 6 SEC 954, 958 (1940); Rockland 
Light & Power Company, 1 SEC 354, 355 (1936). 
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APPENDIX I 


CONDENSED BALANCE SHEET 
as at December 31, 1978 


(in millions) 





. Qhio 

Edison Power Consolidated 
Current assets $ 163 $ 194 
Penn Power stock 150 - 
OVEC stock 2 2 
Construction funds in escrow 2 24 
Other investments 3 3 
Utility plant - net 2,302 2,718 
Deferred debits 58 b, 70 


Total assets. $2,700 $3,011 
—=——————_—_—==——= ———— oo 





Notes & current maturities $. 127 
Other current liabilities 187 
Long-term debt LesE3 
Deferred credits b, 127 
Preferred stock 405 
Common stock & premium 702 
Retained earnings 150 


$474 d/ $3,011 d/ 


Eliminated on consolidation are about $13 million of current intercompany 
accounts. 


$1,650,000 common stock of OVEC (16-1/2%) at cost. The parents are obli- 
gated to purchase up to $10 million of OVEC stock if additional capital 
is required by OVEC. 


Deferred debits include about $35 million of future property taxes. Deferr- 
ed credits include an offsetting $35 million of property taxes and about 
$74 million of deferred income taxes and investment tax credits. 


Including about $156 million pollution control obligations and a $10 
million demand note based on the parents' obligation to purchase common 
stock on demand. 


See discussion of guarantees of obligations ox Quarto Mining Company 
at p. 2 of text. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21020/April 26, 1979 


In the Matter of 

NORTH PENN GAS COMPANY 

PENN FUEL SYSTEM, INC. 

PENN FUEL GAS, INC. 

JOHN H. WARE 

(70-4709, 54-251 and 31-671) 
Administrative Proceeding File No. 3-4457 


SUPPLEMENTAL ORDER RELEASING JURISDICTION 
WITH RESPECT TO FEES AND EXPENSES 


In its Findings, Opinion and Order of November 20, 
1975 (HCAR No. 19254), the Commission approved a 
plan under Section 11(e) of the Public Utility Holding 
Company Act of 1935 (“Act”) pursuant to which Penn 
Fuel System, Inc. (“Penn System”) acquired all of the 
outstanding common stock of North Penn Gas 
Company (“North Penn”) and up to 93% of the 
outstanding common stock of Penn Fuel Gas, Inc. 
(“Penn Fuel”) and granted Penn System an exemption 
under Section 3(a)(1) of the Act. The Commission 
reserved jurisdiction with respect to the fees and 
expenses incurred in connection with the transactions 
involved in this proceeding. The applicants have now 
filed a definitive statement of fees and expenses paid 
or to be paid and request that jurisdiction, as 
heretofore reserved, be released. 


It is stated that, during the period 1971 through 1977, 
when all transactions contemplated by the Section 
11(e) plan were consummated, applicants’ counsel 
billed a total of $163,675 for services and $3,884.68 for 
disbursements. Applicants’ counsel devoted approxi- 
mately 1,770 hours of time to all phases of the 
proceedings. 


Applicants also have paid or will pay a $20,500 fee to 
counsel for the minority shareholders of North Penn 
who appeared in opposition to the proposed exchange 
of common stock of Penn Fuel for the common stock 
of North Penn; fees and disbursements totalling 
$33,871 to counsel for the employees’ savings plan of 
North Penn, the holder of approximately 20% of the 
outstanding common stock of North Penn; fees for 
counsel for a union representing North Penn 
employees totalling $7,750, plus disbursements; fees 
totalling $6,100 to counsel for the holders of Penn 
Fuel’s collateral trust bonds for preparing the 
necessary exchange agreement and a supplemental 
indenture; and $1,925 for the services of counsel for a 


bank in connection with a $5,000,000 bank loan to 
Penn System to provide the funds needed to pay the 
minority shareholders of North Penn, plus disburse- 
ments. 


In addition to the attorneys’ fees and disbursements 
summarized above, the applicants have paid financial 
consultants’ fees of $23,132.56, accountants’ fees of 
$65,552, printing costs of $7,705, advertising costs of 
$1,874, and miscellaneous expenses totalling $7,864. 
The total of all fees and expenses is $345,268. 
Applicants state that approximately $225,000 of the 
total has been allocated to Penn Fuel and 
approximately $90,000 to Penn System. 


It appearing to the Commission that said fees and 
expenses are for necessary services and matters and 
are fair and- acceptable, and that jurisdiction 
heretofore reserved with respect thereto should be 
released: 


IT IS ORDERED that the fees and expenses are hereby 
approved and that the jurisdiction heretofore reserved 
with respect thereto be, and hereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21021/April 27, 1979 


In the Matter of 

JERSEY CENTRAL POWER & LIGHT COMPANY 
Madison Avenue at Punch Bowl Road 

Morristown, New Jersey 07960 

(70-6297) 

NOTICE OF PROPOSED ISSUANCE AND SALE OF 


PREFERRED STOCK AND REQUEST FOR EXEMP- 
TION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Jersey Central Power 
& Light Company (“Jersey Central”), an electric utility 
subsidiary of General Public Utilities Corporation 
(“GPU”), a registered holding company, has filed with 
this Commission an application pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), 
designating Section 6(b) of the Act and Rule 50(a)(5) 
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promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a 
complete statement concerning the proposed 
transaction. 


Jersey Central proposes to issue and sell up to an 
aggregate stated value of $60,000,000 of cumulative 
preferred stock (‘Preferred Stock”), all shares of 
which will have the same stated value of either $25 or 
$100 per share. None of the shares of the Preferred 
Stock may be redeemed before five years after date of 
issuance if such redemption is for the purpose of 
refunding them through the use, directly or indirectly, 
of borrowed funds or the issuance of other preferred 
stock having a lower effective cost than the effective 
dividend cost of the Preferred Stock. Other terms of 
the Preferred Stock, including the dividend rate and an 
expected mandatory redemption provision designed to 
retire all the Preferred Stock within a period of years, 
will be supplied by amendment. 


The net proceeds from the sale of the Preferred Stock 
will be used to pay all or a portion of Jersey Central’s 
short-term bank loans outstanding at the date of sale 
and to reimburse its treasury for funds previously 
expended therefrom. 


Jersey Central requests an exemption from the 
competitive bidding requirements of Rule 50 pursuant 
to Rule 50(a)(5). It refers to the nuclear accident at 
Unit No. 2 of the Three Mile Island nuclear generating 
station (“TMI-2”), which accident occurred on March 
28, 1979. Jersey Central owns an undivided 25% 
interest in TMI-2, the remainder being owned by 
Pennsylvania Electric Company (25%) and Metropoli- 
tan Edison Company (50%), associate companies of 
Jersey Central. Expenditures for the clean-up and 
repair of TMI-2 and the purchase of replacement 
energy will subject the GPU system, including Jersey 
Central, to a serious cash drain for an indeterminable 
period. In view of these uncertain and exceptional 
conditions, Jersey Central believes that competitive 
bidding for its preferred stock is not now feasible. 


Jersey Central believes that it may be possible to 
effect such sales through private placement or a 
negotiated public offering, or both. Jersey Central 
proposed to explore with a group of prospective 
underwriters the prospects for such private or public 
offerig and, among other things, to obtain their 
recommendations for the sequence and size of such 
sales. It is hereby authorized to do so. 


The fees and expenses to be incurred in connection 
with the proposed transaction will be supplied by 
amendment. It is stated that the Board of Public 
Utilities of the State of New Jersey has jurisdiction 
over the proposed transaction and that no other state 
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commission and no federal commission, other than 
this Commission, has jurisdiction thereover. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 21, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. 
At any time after said date, the application, as filed or 
as it may be amended, may be granted as provided in 
Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21022/April 27, 1979 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 


(70-61 26) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK TO TRUSTEE FOR EMPLOYEES 
SAVINGS PLAN 


American Electric Power Company, Inc. (“AEP”), a 


registered holding company, has filed with this 
Commission post - effective amendments to its appli- 
cation - declaration previously filed and amended in 





this matter pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (“Act”) 
andRule 50(a)(5) promulgated thereunder concerning 
the following proposed transaction. 


By order dated April 25, 1978 (HCAR No. 20516), AEP 
was authorized, among other things, to issue and sell 
through April 30, 1979, up to 500,000 shares of its 
authorized but unissued common stock to Bankers 
Trust Company, the Trustee for the AEP Employees 
Savings Plan (“Savings Plan”). It is stated that 
through March 16, 1979, a total of 233,000 shares had 
been so issued and sold, leaving a balance of 267,000 
shares. 


The Savings Plan is a defined contribution, individual 
account plan, under which a participant’s benefits are 
based solely upon the amount contributed to his 
account and any income and gains or losses which 
may be allocated to it. The Savings Plan meets the 
requirements of the Employer Retirement Income 
Security Act of 1974 (“ERISA”) and qualifies under 
Section 401(a) of the Internal Revenue Code. Any 
employee who has attained age 20 and been employed 
one year with one or more of AEP’s subsidiaries 
(““Employers’’) is eligible to participate (except 
employees covered by the National Bituminous Coal 
Wage Agreement and employees who are covered by 
collective bargaining agreements if their Employer and 
their union have not agreed that their collective 
bargaining unit is to be covered by the Savings Plan. 
A participant may contribute to the Savings Plan, 
through regular payroll deductions from 1% to 10% of 
his regular compensation, may change the rate of his 
contribution not more than twice in a 12-month period 
and may suspend his contribution for a minimum of 
three months. Each Employer contributes to the 
Savings Plan each month on behalf of each employee 
participant an amount equal to 50% of such partici- 
pant’s contribution up to 6% of his regular 
compensation (subject to applicable maximum 
contributions under ERISA) in each calendar year. 

The monthly contributions made by participants and 
Employers are remitted to the Trustee, and credited to 
the individual accounts of participants. Each 
participant’s contribution is invested by the Trustee, 
as directed by the participant, in one, or in equal 
portions in any two or all, of the following three funds: 
(a) the AEP Stock Fund, which consists entirely of 
shares of AEP common stock; (b) the Equity Fund, 
which consists of an index fund of common stocks 
selected by the Trustee (and may include shares of 
AEP common stock); or (c) the Fixed Income Fund, 
the contributions to which are invested by the Trustee 
pursuant to two contracts with the Equitable Life 
Assurance Society of the United States (“Equitable”). 
Under the first contract, which expires December 31, 
1987, Equitable guarantees repayment of principal 
amounts which were invested with it between January 


1, 1978, and June 30, 1978, and interest thereon at an 
effective annual rate of 7.85% until termination of the 
contract. Under the second contract, which expires 
June 30, 1988, Equitable guarantees repayment of 
principal amounts invested with it since July 1, 1978, 
and interest thereon at an effective annual rate of 
8.35% until termination of the contract. Employer 
contributions in behalf of participants are invested 
entirely in the AEP Stock Fund. Participants’ 
contributions are fully vested at all times. Emplyer 
contributions become vested at the earlier of (a) the 
end of the third year following the year for which the 
contributions were made, or (b) the participant’s 
retirement, permanent and total disability, death or 
termination of employment after age 60 in certain 
cases. 


Participants, while employed, may elect to receive a 
distribution of all or a portion of the value of the 
vested contributions credited to their accounts by 
either (i) during November of each year, commencing 
with November 1981, electing to receive a distribution 
of the value of all contributions to his account for the 
third calendar year preceding the year in which the 
election is made, such distribution to be made in cash 
and shares of AEP common stock or entirely in cash, 
and such election not resulting in any forfeiture or 
other penalty; or (ii) electing to withdraw, once in any 
twelve - month period, the value of all or part of the 
contributions credited to his account that have vested, 
such distribution to be made entirely in cash, and 
such election resulting in a full or partial suspension 
of the participant’s right to contribute to the Savings 
Plan for periods up to nine months. Upon the 
retirement (or other termination of employment) or 
death of a participant, the entire vested amount in his 
account is distributed to him or his designated 
beneficiaries, in cash and shares of stock, or entirely 
in cash if the distributee so elects. 


The administrative expenses of the Savings Plan are 
paid by the Employers. Direst charges and expenses 
arising from the purchase or sale of securities for the 
funds are paid by the Trustee from the fund or funds 
involved. Shares of AEP common stock are sold by 
AEP to the trustee directly at a price on each sale date 
equal to the average of the high and low market price 
of AEP’s common stock on such date (but not less 
than par value). 


By post - effective amendment AEP requests that it be 
authorized to issue and sell to the Trustee for the 
Savings Plan, through June 30. 1980, up to 500,000 
shares of its authorized but unissued common stock 
in addition to the balance of shares previously 
authorized but not heretofore issued and sold. It is 
stated that as of December 31, 1978, there were 12,056 
employees enrolled in the Savings Plan, of whom 
11,883 were active participants. 
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AEP requests an exemption from the competitive 
bidding requirements of Rule 50 under the Act for 
such issuance and sale pursuant to Rule 50(a)(5). 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $1,250. 
No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said post-effective amend- 
ments to the application-declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20987), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors and consumers that said application—decla- 
ration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effecitve amendments, be, and it hereby is, 
granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act, except that (1) 
certificates thereunder shall be filed quarterly, 
including a summary of the total shares issued and 
total net proceeds realized, (2) the certificate reporting 
the results of the first quarter of the calendar year 
shall also include a summary of the total expenses 
incurred, directly or indirectly, by AEP for operating 
the Savings Plan during the preceding calendar year. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21023/April 30, 1979 , 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 
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ALABAMA POWER COMPANY 

ALABAMA PROPERTY COMPANY 

GEORGIA POWER COMPANY 

GULF POWER COMPANY 

MISSISSIPP! POWER COMPANY 
PIEDMONT-FORREST CORPORATION 
SOUTHERN ELECTRIC GENERATING COMPANY 
SOUTHERN COMPANY SERVICES, INC. 


(70-6265) 


ORDER AUTHORIZING THE ALLOCATION OF 
CONSOLIDATED FEDERAL INCOME TAX LIABILITY 
BY METHOD OTHER THAN SPECIFIED IN RULE 
45(b)(6) 


The Southern Company (“Southern”), a registered 
holding company, and its subsidiary companies 
named-above, have filed a declaration with this 
Commission pursuant to Section 12(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and Rule 
45 promulgated thereunder regarding the following 
proposal. 


Southern and its subsidiaries join as a group in the 
filing of consolidated Federal income tax returns. In 
accordance with Rule 45(b)(6), consolidated Federal 
income tax liability is allocated among system 
members by the method provided under Section 
1552(a)(1) of the Internal Revenue Code of 1954, as 
amended. Under Section 1552(a)(1), consolidated 
income tax liability is apportioned among members of 
the consolidated group in accordance with the ratio 
which that portion of the consolidated taxable income 
attributable to each member having taxable income 
bears to the consolidated taxable income. 


For 1978, Southern and its subsidiaries estimate that 
their combined taxable incomes will be approximately 
$73.9 million and that the consolidated tax, before 
investment credits, will be approximately $35 million. 
Each of Southern’s operating electric utility 
subsidiaries, except Alabama Power Company 
(“Alabama”) will have separate taxable income for 
1978. Alabama estimates that it will report a taxable 
loss of approximately $93.6 million. 


Because Alabama has a taxable loss, Southern and its 
subsidiaries state that allocation of the group’s 
consolidated income tax liability for 1978 pursuant to 
the literal requirements of Rule 45(b)(6), as previously 
modified by Commission orders dated April 26, 1963, 
and March 15, 1976 (HCAR Nos. 14860 and 19429) 
would result in certain distortions and inequities in 
that the companies in the system other than Alabama 
will benefit from the savings in consolidated tax 
liability attributable to Alabama’s net operating loss 
for the year. Under Rule 45(b)(6), Alabama would 





derive no benefit from the tax savings generated by its 
net operating loss. 


Southern and its subsidiaries proposed to allocate the 
consolidated tax liability for 1978 in a manner other 
than that specified in Rule 45(b)(6). Under the pro- 
posed method of allocation the reduction in the 
group’s 1978 tax liability attributable to Alabama’s 
1978 net operating loss will be allocated in its entirety 
to Alabama, resulting in an aggregate benefit to 
Alabama of an estimated $45.2 million. Each operating 
utility company in the system will be allowed to offset 
its liabilty to Alabama by its full investment credits 
earned. In years when Alabama has taxable income and 
therefore may be entitled to tax credits under the 
operating loss carryback and carryover provisions of 
the Internal Revenue Code, any tax credits remitted to 
Alabama as a result of the exception from Rule 45(b)(6) 
requested herein will be applied to reduce any credits if 
future years to which Alabama may otherwise be 
entitled under the separate return limitations of Rule 
45(b)(6). The aggregate tax liability allocated any 
member of the group under the proposed method of 
allocation will not exceed the amount of tax of such 
company based upon a separate return computed as if 
such company had always filed its tax returns on a 
separate return basis. 


Piedmont—Forrest Corporation (the “Property Com- 


pany”), a new Georgia business corporation and 
wholly-owned subsidiary of Georgia Power Company 
(“Georgia”), is engaged in and acting for Georgia in 
the acquisition, ownership, maintenance and 
disposition of property in connection with and 
incidental to the utility operations of Georgia. The 
Property Company expects to have a tax net operating 
loss for 1978 estimated. at $850,000. The reduction in 
tax liabilities due to such loss is $408,000. The 
Property Company projects that it will have tax net 
operating losses through 1981 during construction of 
the new Georgia general office complex. The Property 
Company is acquiring real property at the site of the 
complex, commencing construction thereon and 
taking additional steps to ensure its successful and 
timely completion. 


In order to equitably allocate the tax reductions 
arising from the tax net operating losses of the 
Property Company in the interest of investors and 
consumers, the applicants request that the 
Commission authorize that the reduction in the 
group’s tax liabilities for taxable years 1978-1981 attri- 
butable to the Property Company’s net operating 
losses for such taxable years be allocated in their 
entirety to Georgia. Under the proposed method of 
allocation, in future years when some of the group’s 
consolidated taxable income is attributable to the 
Property Company, liability for income tax will be 
allocable entirely to Georgia subject to the separate 


return limitation rule as it applies to Property 
Company. This method of allocation is subject to the 
limitation that the aggregate tax liability allocated any 
member of the group will not exceed the amount of 
tax of such company based upon a separate return 
computed as if such company had always filed its tax 
returns on a separate return basis. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20994), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby. found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, be permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration 
be, and it hereby is, permitted to.become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21024/April 30, 1979 


In the Matter of 


THE SOUTHERN COMPANY 
64 Perimeter Center East 
P.O. Box 720071 

Atlanta, Georgia 30346 


SOUTHERN COMPANY SERVICES, INC. 
64 Perimeter Center East 

P.O. Box 720071 

Atlanta, Georgia 30346 

(70-6287) 


NOTICE OF PROPOSAL BY SERVICE COMPANY TO 
INCREASE AMOUNT OF NOTES OUTSTANDING 
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NOTICE IS HEREBY GIVEN that The Southern 
Company (“Southern”), a registered holding company, 
and Southern Company Services, Inc. (“Services”), a 
service company subsidiary of Southern, have filed an 
application-declaration and an amendment thereto 
with this Commission pursuant to the Public Utility 
Holding Company Act. of 1935 (“Act”) designating 
Sections 6(a), 7 and 12 of the Act and Rules 45 and 50 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed 
transactions. 


Services provides certain services for Southern and its 
associate companies in the Southern system pursuant 
to authorization of the Commission. It is stated that 
expansion in the amount of such services provided in 
recent years has resulted in a substantial increase in 
the amount of Services’ necessary working capital 
needs. Services presently has authority from the 
Commission to issue and sell up to $30,000,000 
aggregate principal amount of unsecured notes to 
Southern and to issue up to $22,000,000 aggregate 
principal amount of unsecured notes to Aetna Life 
Insurance Company (“Aetna”). The Commission’s 
order authorizing the sale of notes to Aetna, dated 
February 22, 1977 (HCAR No. 19893), contemplates 
that borrowings made pursuant to such authority and 
borrowings made pursuant to the Commission’s order 
authorizing the borrowings from Southern will 
aggregate not more than $30,000,000 at any one time 
outstanding. 


Services’ working capital needs have continued to 
increase to the point that they are now expected to be 
approximately $42,000,000 during 1979 and up to 
$45,000,000 during 1980. Services proposes that the 
aggregate principal amount of notes which Services is 
authorized by the Commission to issue be increased 
to $50,000,000, consisting of the presently authorized 
$22,000,000 in notes to Aetna; up to $20,000,000 in 
notes to Credit Lyonnais as described below; and the 
balance to Southern. It is proposed that the maximum 
principal amount at any one time outstanding will not 
exceed $50,000,000 until further authorization from 
the Commission. 


Services proposes to enter into an agreement (“Loan 
Agreement”) to issue and sell unsecured notes 
(“Notes”) in an aggregate principal amount not to 
exceed $20,000,000 to Credit Lyonnais (“Bank”). It is 
proposed that the Notes will be guaranteed by 
Southern as to principal, premium, if any, and 
interest. It is expected that the Notes will represent a 
significant saving to Services in interest cost over its 
current borrowings and other currently available 
means of financing. The following are the proposed 
terms of the Notes: The interest rate will be either (a) 
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The applicable London Interbank Offering Rate 
(“LIBOR”), as quoted to the Bank on the date of 
quotation, plus 5/8 of 1% in the first three years; plus 
3/4 of 1% during the years 4 through 6; and plus 7/8 
of 1% during the years 7 and 8, or (b) 107% of the 
applicable prime rate from time to time established by 
the Bank. The election of one of the foregoing rate 
bases will be made by Services at each interest 
interval and will apply for such. Interest will be 
payable at the end of each calendar quarter. 


The interest rate, whether based upon the LIBOR or 
upon the prime rate, will be adjusted at periodic 
intervals throughout the life of the Loan Agreement, 
with the length of each such interval, subject to the 
limitations below, to be determined by Services. Such 
intervals may vary between 30 and 90 days in the event 
that Services shall elect to use the interest rate 
calculation formula based upon the Bank’s prime rate, 
or shall vary between 30 and 180 days if Services shall 
elect to use the LIBOR based rate. Regardless of 
whether the prime rate basis or the LIBOR basis is 
used, the applicable interest rate will be fixed for the 
duration of each interest interval. 


The Notes will mature eight years from the date 
thereof, with principal to be repaid in five equal 
annual installments, commencing at the end of the 
fourth year. 


Prepayment will be permitted without penalty at any 
time, provided that the applicable interest payment 


basis prevailing at the time of the request for 
prepayment is the prime rate basis. If at the time of 
the prepayment request the interest rate is determined 
on the LIBOR basis, then prepayment without penalty 
will be permitted on the date corresponding to the end 
of the then current interest interval. In the event that 
prepayment is solicited prior to the end of such 
LIBOR based interest interval, the Bank will charge a 
penalty for such prepayment equal to the Bank’s 
out-of-pocket cost for settling its offsetting LIBOR 
based transaction, provided that, if no such cost is 
incurred by the Bank, then no prepayment penalty will 
be imposed. 


The net proceeds from the sale of the Notes will be 
applied; to redeem Services’ Notes to CIT Corporation 
outstanding at the time of the sale; to finance the 
acquisition of fixed assets; to increase Services’ 
working capital; and to the extent not required for the 
foregoing purposes, to reduce Services’ outstanding 
borrowings from Southern. 


Southern and Services request that the proposed 
transactions be excepted from the competitive bidding 
requirements of Rule 50 pursuant to paragraph (a)(5) 
thereof for the reasons that such requirements are 





impracticable with respect to the proposed trans- 
actions and are unnecessary for the protection of 
investors or consumers to assure the maintenance of 
competitive conditions. 


A statement of the fees, commissions and expenses 
to be incurred in connection with the proposed 
transactions will be filed by amendment. It is stated 
that no state or federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 24, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or mail 
upon the applicants-declarants at the above-stated 
addressed, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as amended or as it may be 
further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices or orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21025/April 30, 1979 


In the Matter of 
ALLEGHENY POWER SYSTEM, INC. 


320 Park Avenue 
New York, New York 10022 


THE POTOMAC EDISON COMPANY 
Downsville Pike 
Hagerstown, Maryland 21740 


(70-6285) 


NOTICE OF PROPOSAL BY PUBLIC UTILITY SUB- 
SIDIARY TO MAKE SUBORDINATED SHORT TERM 
BORROWINGS FROM PARENT HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Allegheny Power 
System, Inc. (“APS”), a registered holding company, 
and The Potomac Edison Company (“PE”), a public 
utility subsidiary of APS, have filed an application- 
declaration and amendments thereto with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 6 
and 12 of the Act as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


It is proposed that APS, for a period not to exceed 12 
months, beginning as soon as appropriate authoriza- 
tions from regulatory bodies have been received and 
ending on June 1, 1980, from time to time, will lend 
and PE will borrow such amounts as may be 
necessary for varying periods of time not less than 
one day and not more than 270 days but not to exceed 
$30 million outstanding at any one time. 


The proposed borrowings will (a) bear interest at a 
rate equal to the actual cost of money to APS of 
obtaining the funds either through the sale of 
commercial paper or through bank borrowings 
pursuant to Commission orders dated September 21, 
1977 and August 24, 1978 (HCAR Nos. 20185 and 
20682), (b) be subordinated to the outstanding 
cumulative preferred stock of PE, (c) be prepayable by 
PE at any time without premium or penalty and (d) be 
evidenced by notes. PE will not make principal or 
interest payments on the proposed borrowings if 
dividend payments on outstanding shares of fhe 
cumulative preferred stock are in arrears. 


APS is authorized to have outstanding at any one time 
$130 million of short-term debt until September 30, 
1980, although its authority to issue such short-term 
debt expires on March 31, 1980. As of March 15, 1979, 
APS had about $61 million of short-term debt 
outstanding and it is expected that on June 1, 1979 
about $90 million of such short term debt will be 
outstanding. APS plans to issue common stock, the 
precise amount of which has not yet been determined, 


‘in the summer of 1979 and should it nevertheless 


prove necessary to do so will seek authority to issue 
additional amounts of short-term debt. APS will pay 
or pre-pay short-term debt incurred for the purposes 
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proposed herein as soon as practicable upon 
repayment by PE. 


PE will repay any monies borrowed from APS from 
time to time from one or more of the following: 
internally generated funds, the proceeds of a federal 
income tax refund expected to aggregate between $10 
and $12 million (expected to be received prior to the 
end of 1979), the proceeds of the sale of first 
mortgage bonds expected to be sold in the third 
quarter of 1979 and the proceeds of the sale of such 
other securities, including additional common stock 
to its parent, as this Commission and other regulatory 
authorities having jurisdiction may authorize. 


As stated above, the cost to PE of the borrowings 
proposed herein would be equal to the cost of 
short-term debt to APS. The commercial paper issued 
by APS is rated P-1 and is sold to a dealer in 
commercial paper at a discount not in excess of the 
discount rate per annum prevailing at the time for 
issuance of commercial paper of comparable quality 
and of the particular maturity. Pursuant to the 
Commission’s orders of September 21, 1977 and 
August 24, 1978 (HCAR Nos. 20185 and 20682, 
respectively), APS may only issue commercial paper 
notes if (1) the interest cost thereof is equal to or less 
than the effective interest cost at which APS could 
borrow the same amount from certain banks identified 
in that order, or (2) APS cannot at that time borrow 
the same amount for the same period of time from 
such banks. PE’s commercial paper is rated P-2 and 
the arrangements for the sale of its commercial paper 
are substantially the same as those for APS. 


APS generally borrows. from banks at the prime or 
equivalent interest rate of the bank at which the 
borrowing is made in effect at the time of issuance, or 
in effect from time to time, or in some instances at a 
lower rate pursuant to special arrangements. The 
prime or equivalent rate as of March 15, 1979 varied 
between 11-1/2 and 11-3/4% depending on the bank. 
APS and its subsidiaries regularly maintain balances 
at all of the banks named to meet regular operating 
requirements although the amounts of such balances 
will vary from time to time. Balances required to 
support lines of credit and loans are generally either 
on the basis of a percentage of the lines of credit 
extended by the bank (for example, 10%) or a higher 
percentage (for example, 20%) of notes outstanding, 
whichever is greater or a percentage of the line of 
credit (for example, 10%) or a higher percentage (for 
example, 10%) of notes outstanding in every case on 
an average annual basis. If such balances were 
maintained solely to fulfill compensating balance 
requirements for borrowings, the effective interest 
cost to APS of issuing and selling notes would be no 
more than 14.68% of a prime rate of 11-3/4% and 
15% with a prime rate of 12%. In some instances fees 
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can be substituted for or used in conjunction with 
lower compensating balances than those described. In 
some cases fees equal to a specific percentage of the 
prime rate are involved while in others a combination 
of a fee equal to 2-1/2% of prime and a 5% balance 
requirement of the line of credit is required. APS uses 
the substitute fee arrangements only if the effective 
cost thereof is less than the cost of the compensating 
balance arrangement in effect at that bank at that 
time. The fee arrangements produce effective interest 
cost of between 13.35% and 14.05% on the basis of a 
prime rate of 11-3/4% and between 13.63% and 
14.35% on the basis of a prime rate of 12%. Similar 
arrangements are applicable to PE when it borrows 
from banks directly. As a result the cost to PE of 
borrowing funds from APS under the proposed 
arrangement would be substantially the same or less 
than the cost of PE’s borrowings such funds directly. 


It is stated that the fees, commissions and expenses 
to be incurred in connection with the proposed trans- 
actions are estimated at $4,000. The Public Service 
Commission of West Virginia and the State Corporate 
Commission of Virginia have jurisdiction over the 
proposed transactions. It is stated that no state or 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 29, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after -said date, the 
application-declaration, as amended or as it may be 
further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices or orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21026/May 1, 1979 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-6295) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
COMMON STOCK PURSUANT TO A DIVIDEND 
REINVESTMENT AND SHARE PURCHASE PLAN 


NOTICE IS HEREBY GIVEN that New England Electric 
System (“NEES”), a registered holding company, has 
filed an application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act”), designating Sections 6(a) and 7 of the 
Act and Rules 5(a)(1) and 50(a)(5) promulgated 
thereunder as applicable to the proposed transaction. 
All interested persons are referred to the application- 
declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


By order dated August 1, 1977 (HCAR NO. 20121), 
NEES was authorized to issue through August 1, 1979 


a maximum of 500,000 shares of its authorized 
common shares, $1 par value, pursuant to a Dividend 
Reinvestment and Common Share Purchase Plan. 


NEES now proposes to issue and sell from time to 
time through December 31, 1981, up to 500,000 
additional shares of its authorized but unissued 
common stock, par value $1.00, pursuant to a 
dividend Reinvestment and Common Share Purchase 
Plan (“Plan”). The proceeds of the sale will be used 
for investment in NEES’ subsidiaries, purchase of 
additional shares of their capital stocks, or capital 
contributions, for payment of NEES’ indebtedness, or 
for general purposes. 


The Plan will be administered by the First National 
Bank at Boston, or such other bank or trust company 
as NEES may from time to time designate. All holders 
of record of NEES’ common shares will be eligible to 
participate. Participants in the Plan may: (a) have 
cash dividends on their common shares automatically 


reinvested at a 5% discount, (b) have cash dividends 
on a portion of their shares automatically reinvested 
at a 5% discount, (c) continue to receive their cash 
dividends and invest by making optional cash 
payments (with no discount) not more frequently than 
once a month and not less than $25 per payment, or 
(d) reinvest all or a portion of their cash dividends at a 
5% discount and, in addition, invest by making 
optional cash payments (with no discount). The 
Company reserves the right to refuse any optional 
cash payment in excess of $5,000. The price of 
common shares purchased with invested common 
dividends will be 95% of the average of the daily 
averages of the high and low sales prices of the 
common shares on the New York Stock Exchange 
Composite Transactions listing during the last five 
trading days ending with the investment date. The 
price of common shares purchased with optional cash 
payments will be 100% of such average. The 
Investment Dates are the dividend payment dates for 
the months in which dividends are payable or, if such 
day is not a trading day, the next following trading 
day. For each month in which a dividend is not 
payable, the Investment Date shall be the first trading 
day of such month. 


A participant may change his investment option at any 
time. All costs of administration of the Plan will be 
paid by NEES. There will be no brokerage 
commissions or service charges to participants in 
connection with purchases under the Plan. A 
participant will be able to withdraw from the plan at 
any time upon written notice. Upon withdrawal the. 
participant will be issued a certificate for the number 
of shares credited-to his account and will receive a 
cash payment for the value of any fractional share. 
Participants will retain all voting relating to the shares 
purchased under the Plan and credited to their 
accounts and shares will be voted in accordance with 
the instructions of the participant to whose account 
they are credited. 


NEES will announce the Plan to its shareholders and 
solicit their participation by mailing to them a 
summary prospectus. A summary prospectus or 
similar material will be sent to those who become 
shareholders after the initial announcement of the 
Plan. All shareholders who join the Plan will receive a 
complete prospectus. 


NEES states that the proposed issuance and sale of 
common shares through the reinvestment of dividends 
is exempted from the competitive bidding require- 
ments of Rule 50 by virtue of 50(a)(1), and request an 
exemption under Rule 50(a)(5) for the proposed 
issuance and sale of common shares through the 
optional cash payments provision of the Plan. 
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A statement of fees and expenses to be incurred in 
connection with the proposed transaction will be filed 
by amendment. It is stated that no state commission 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 25, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application-declaration hwich he desires to controvert; 
or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicant-declarant at 
the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) by should be filed with the request. At any 
time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations prdmulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21027/May 2, 1979 


In the Matter of 

MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue 

Fairmont, West Virginia 26554 

THE POTOMAC EDISON COMPANY 


Downsville Pike 
Hagerstown, Maryland 21740 
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WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-6299) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND TO 
COMMERCIAL PAPER DEALER AND REQUEST FOR 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Monongahela Power 
Company (“Monongahela”), The Potomac Edison 
Company (‘‘Potomac’’), and West Penn Power 
Company (‘‘West Penn’), each a wholly-owned 
electric utility subsidiary of Allegheny Power System, 
Inc. (“Allegheny”), a registered holding company, 
have filed an application with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 6(b) of the Act and 
Rule 50(a)(5) promulgated thereunder as applicable to 
the proposed transactions. All interested persons are 
referred to the application, which is summarized 
below, for a complete statement of the proposed 
transactions. 


Monongahela, Potomac, and West Penn (collectively, 
the “Companies”), propose to issue, reissue, sell and 
renew short-term notes to banks and commercial 
paper to provide short-term funds for the period July 
1, 1979 through December 31, 1980. It is stated that 
the notes and commercial paper will be issued, 
reissued, sold and renewed from time to time as 
funds may be required prior to December 31, 1980, 
provided that no such notes or commercial paper will 
mature after April 1, 1981. Accordingly, the 
Companies hereby request that, from the date of the 
granting of the application filed in this matter to 
December 31, 1980, the exemption from the provisions 
of Section 6(a) of the Act afforded to each by the first 
sentence of Section 6(b) thereof be increased to the 
extent necessary to permit the issuance and sale of 
notes to banks and commercial paper to dealers in 
commercial paper in an aggregate amount not to 
exceed $58,000,000 in the case of Monongahela, 
$54,000,000 in the case of Potomac, and $92,000,000 
in the case of West Penn. 


The foregoing amounts, which in each case include 
any notes which may remain outstanding under the 
Commission’s Order in File No. 70-6080 represent the 
maximum amount of notes for which authorization is 
presently sought in this Application. Changes may be 
made in the maximum amount of notes authorized to 
be outstanding after the filing of a post-effective 
amendment setting forth such changes and upon 
further order of this Commission. As of March 31, 
1979, Potomac and West Penn had short-term debt 





oustanding of $41,200,000 and $34,420,000, respect- 
ively; Monongahela, Potomac and West Penn will be 
expected to have about $12,500,000, $49,000,000 and 
$76,000,000 of short-term debt outstanding, respect- 
ively, pursuant to this Commission’s order in File No. 
70-6080. No additional commercial paper or notes to 
banks can be issued after June 30, 1979, pursuant to 
this Commission's order in File No. 70-6080. 


Each note payable to a bank will be dated as of the 
date of the borrowing which it evidences, will mature 
not more than two hundred-seventy (270) days after 
the date of issuance or renewal thereof, will bear 
interest at the prime or comparable interest rate of the 
bank from which the borrowing is made, in effect at 
the time of issuance, or in effect from time to time, 
and will be prepayable at any time without premium or 
penalty. The name or names of the banks from which 
such borrowings are proposed to be effected 
(maximum $275 million for all Companies outstanding 
at any one time) and the maximum aggregate principal 
amount of loans which may be outstanding from each 
such bank to any one or more of the Companies, 
including Allegheny Power System, Inc., are as 
follows: 


Citibank, N.A. 

The Chemical Bank 

Mellon Bank, N.A. 

Pittsburgh National Bank 
Manufacturers Hanover Trust Co. 
Irving Trust 

Chase Manhattan Bank, N.A. 


65,000,000 
30,000,000 
70,000,000 
17,500,000 
85,000,000 

5,000,000 

2,500,000 


$275,000,000 


No commitment or agreement has been made with 
respect to any of the proposed borrowings. The 
maximum amount of such borrowings at any one time 
outstanding will not, when taken together with any 
commercial paper then outstanding, be in excess of 
$58 million in the case of Monongahela, $92 million in 
the case of West Penn, and $92 million in the case of 


Potomac, in each case including any notes or 
commercial paper which may be outstanding pursuant 
to the Order of the Commission in File No. 70-6080. 
Allegheny and the Companies have established lines 
of credit with such banks for short-term borrowing. 
Balances are maintained by one or more of the 
System companies at all of these banks to meet 
regular operating requirements as well as, when 
necessary, in connection with these lines of credit. It 
is stated that compensating cash balances require- 
ments are generally either on the basis of a 
percentage of the line of credit extended by such bank 
(for example 10%), or a higher percentage of notes 
outstanding (for example 20%), whichever is greateer, 
or a percentage of the line of credit (for example 10%) 
plus a percentage (for example 10%) of notes 


outstanding, in each case on an average annual basis. 
If such balances were maintained solely to fulfill 
compensating balance requirements for borrowings, 
the effective interest cost of issuing and selling the 
notes would be no more than 14.68% on the basis of 
a prime commercial credit rate of 11.75%. 


Certain of the banks listed above have offered to 
substitute fees for, or to be used in conjunction with 
lower compensating balances than those set forth 
above. The fee arrangements vary. In some cases fees 
equal to a specific percentage of the prime 
commercial rate (for example 8-1/2% of the prime 
commercial rate) are involved, while in another 
instance the arrangement provides that balances be 
maintained equal to 5% of the line of credit with an 
additional fee of 2-1/2% of prime payable, rather than 
more burdensome balance arrangements. The 
Companies would not utilize the fee arrangements 
unless the effective cost thereof is less than the 
compensating balance arrangement in effect at that 
bank at that time. The proposed fee arrangement 
produce an effective cost of issuing and selling the 
notes of between 13.35 and 14.05% on the basis of a 
prime commercial rate of 11.75% rather than the 
14.68% effective cost resulting from meeting 
compensating balance requirements set forth above. 


The commercial paper will be in the form of 
promissory notes in denominations of not less than 
$50,000 nor more than $5,000,000, will be of varying 
maturities, with no maturity more than 270 days after 
the date of issue, and will not be prepayable priot to 
maturity. The commercial paper notes will be sold by 
each of the Companies directly to the dealer, at a 
discount not in excess of the discount rate per annum 
prevailing at the time of issuance for commercial 
paper of comparable quality and of the particular 
maturity sold by issuers to dealers in commercial 
paper. The dealer may reoffer the commercial paper at 
a discount rate of 1/8 of 1% per annum less than the 
discount rate to Monongahela, Potomac or West 
Penn. Monongahela, Potomac and West Penn may 
issue commercial paper notes if (1) the interest cost 
thereof is equal to or less than the effective interest 
cost at which such company could borrow the same 
amount from the banks named herein at that time or 
(2) such company cannot at that time borrow the 
same amount for the same period of time from the 
banks named herein. The dealer will reoffer the 
commercial paper notes to not more than 200 of its 
commercial and industrial customers, identified and 
designated in a list for each company (nonpublic) 
prepared in advance. It is expected that the 
commercial paper notes will be held by the dealer’s 
customers to maturity, but if the customers wish to 
resell prior to maturity, the dealer, pursuant to a 
verbal repurchase agreement, will repurchase the 
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notes and reoffer them to others on said list. 
Exemption from the competitive bidding requirements 
of Rule 50 is requested for the proposed issuance and 
sale of commercial paper for prime borrowers such as 
the Companies are published daily in financial 
publications. The Companies also request authority to 
file certificates under Rule 24 with respect to the 
issuance and sale of commercial paper on a quarterly 
basis. 


It is stated that the proceeds from the issuance and 
sale of the proposed short-term borrowings will 
be used by each of the Companies to reimburse its 
corporate treasury for past expenditures made in 
connection with its construction program, to pay part 
of the cost of future construction and for other 
corporate purposes. The estimated gross construction 
expenditures for 1979 and 1980 are estimated to 
aggregate $141 million in the case of Monongahela, 
$170 million in the case of Potomac, and $249 million 
in the case of West Penn. Unless otherwise authorized 
by this Commission, any short-term debt outstanding 
hereunder after December 31, 1980, will be retired by 
each of such Companies having such short-term debt 
outstanding not later than April 1, 1981, from internal 
cash resources of, or sale of permanent debt, 
preferred stock or common stock or such other 
securities as the Commission and other regulatory 
authorities having jurisdiction may authorize. 


It is stated that the fees and expenses to be incurred 
by the Companies in connection with the proposed 
transaction are estimated to be approximately 
$32,400, including credit rating fees of $30,000. It is 
stated that, the State Corporation Commission of 
Virginia has jurisdiction over the issuance and sale by 
Potomac of the short-term debt. It is further stated 
that no other state commission and no _ federal 
commission, other than this Commission, has juris- 
diction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 30, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicant at the above-stated address, and 
proof of service (by affidavit or, in the case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application, 
as filed or as it may be amended, may be granted as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
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Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21028/May 2, 1979 


In the Matter of 

NORTHEAST UTILITIES 

174 Brush Hill Avenue 

West Springfield, Massachusetts 01089 
NORTHEAST UTILITIES SERVICE COMPANY 

THE CONNECTICUT LIGHT AND POWER COMPANY 
THE HARTFORD ELECTRIC LIGHT COMPANY 
WESTERN MASSACHUSETTS ELECTRIC COMPANY 
HOLYOKE WATER POWER COMPANY 


(37-65) 


NOTICE OF FILING OF POST-EFFECTIVE AMEND- 
MENT REGARDING AN EXTENSION UNTIL DECEM- 
BER 31, 1979, OF THE AUTHORIZATION OF THE 


SYSTEM SERVICE COMPANY’S $3,000,000 OF BANK 
NOTES 


NOTICE IS HEREBY GIVEN that Northeast Utilities 
(“Northeast”), a registered holding company, and its 
above-named subsidiary companies have filed with 
this Commission a post-effective amendment to the 
application-declaration in this proceeding pursuant to 
Sections 6(a), 7, and 13(b) of the Public Utility 
Holding Company Act of 1935 (“Act”) regarding the 
following proposed transactions. All interested 
persons are referred to the amended application- 
declaration, which is summarized below, for a 
complete statement of the proposed transactions. 





By order in this proceeding dated July 30, 1969 
(HCAR No. 16437), Northeast Utilities Service 
Company (“Service Company”) was authorized to 
purchase and inventory all materials and supplies for 
the central warehouse. for its own account as a 
wholesaler and subsequently resell and deliver such 
supplies and materials to the four associate operating 
companies, when requested by them, at Service 
Company’s actual costs. To carry out this program 
Service Company was authorized to issue and sell 
40-year notes (“Notes”) to Northeast and Northeast 
was authorized to acquire such notes. By further 
orders dated June 1, 1973, May 28, 1976, and Ju..2 28, 
1977 (HCAR Nos. 17976, 19547, and 20094), Service 
Company was authorized to change its method of 
financing the central warehouse inventory by 
borrowing the funds up to $3,000,000 from a bank 
pursuant to a loan agreement, such borrowings to 
continue to June 1, 1979. 


It is now proposed that. Service Company continue to 
bank borrowings not to exceed $3,000,000 in the 
aggregate, as previously authorized, to December 31, 
1979. The post-effective amendment states that, with 
the adoption by the Commission of the new Uniform 
System of Accounts for Mutual and Subsidiary Service 
Companies on February 2, 1979 (HCAR No. 20910), 
Service Company will no longer be permitted, after 
January 1, 1980, to purchase the central warehouse 
inventory for its own account and that, during the 
period from June 1, 1979, to December 31, 1979, the 
Northeast system companies will revise the method of 
financing the central warehouse inventory in order to 
conform to the new System of Accounts. On 
December 31, 1979, the inventory will be sold to The 
Connecticut Light and Power Company at cost and 
the bank borrowings will be repaid. 


The post-effective amendment states that no fees or 
expenses will be incurred in connection with the 
proposed transactions and that no consent or 
approval of any state commission or federal 
commission, other than this Commission, is required 
in respect of the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 29, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law which he desires 
to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicants-declarants 
at the above-stated address, and proof of such service 
(by affidavit or, in the case of an attorney at law, by 
certificate) should be filed with the request. At any 


time after said date, the application-declaration, as 
now amended or as it may be further amended, may 
be granted and permitted to become effective in the 
manner provided by Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21029/May 2, 1979 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


(70-6306) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK IN CONNECTION WITH DIVIDEND 
REINVESTMENT PLAN AND EMPLOYEE STOCK 
OWNERSHIP PLAN 


NOTICE IS HEREBY GIVEN that Consolidated Natural 
Gas Company (“Consolidated”), a registered holding 
company, has filed a declaration, and an amendment 
thereto, with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Sections 6(a), 7 and 12(c) of the Act and 
Rules 42 and 50 promulgated thereunder as applicable 
to the following proposed transaction. All interested 
persons are referred to the amended declaration, 
which is summarized below, for. a complete statement 
of the proposed transaction. 


By order of March 1, 1976 (HCAR No. 19409), the 
Commission authorized Consolidated to solicit 
proxies to amend its Certificates of Incorporation, the 
effect of which amendment was to permit 
Consolidated to sell authorized and unissued shares 
of its common stock, free of preemptive rights to (a) 
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an employee stock ownership plan (“ESOP”) whereby 
Consolidated would be permitted by federal tax law to 
fund the plan by reducing its taxes in an amount equal 
to such funding and/or (b) a dividend reinvestment 
plan (“DRP”) available to Consolidated’s common 
stock holders. Following stockholder approval of the 
amendment, Consolidated sought and obtained by 
supplemental order of the Commission, dated July, 
19, 1976 (HCAR No. 19616) (also see HCAR No. 
20502), authority to issue and sell up to 750,000 
shares of its said common stock to the DRP and 
ESOP. 


As of February 20, 1979, Consolidated realized in 
excess of $19,800,000 through the sale of its common 
stock to the DRP and ESOP. Taking into consideration 
administrative and other costs, the net amount 
realized through these vehicles is greater than what 
might have been gained through the public sale of a 
comparable number of shares through underwriters. 
Accordingly, Consolidated’s Board of Directors has 
authorized continuance of the said plans and 
authorized, subject to the approval of this 
Commission, the issuance and sale of an additional 
1,000,000 shares of Consolidated’s common stock for 
such purpose. These shares, as were the original 
750,000 shares, will be registered in accordance with 
the requirements of the Securities Act of 1933. The 
terms and conditions of the DRP are unchanged from 
those previously set forth in File No. 70-5799. The 
reasons for the institution of the DRP and ESOP and 
descriptions of them, including the means of 
determining in the price per common share and other 
information, were also set forth in the amended 
Declaration in File No. 70-5799. 


Consolidated now seeks authorization for the 
issuance and sale, from time to time through 
December 31, 1981, of a maximum of 1,000,000 shares 
of its common stock, $8 par value to the Agent for the 
common stockholders of Consolidated participating in 
the DRP and to the Trustees of the ESOP. At present, 
Consolidated has a total authorized capital stock of 
24,500,000 shares, dividend into 2,500,000 shares of 
preferred stock of the par value of $100 each, and 
22,000,000 shares of common stock of the par value of 
$8 each. Of the preferred stock authorized, 500,000 
shares are issued and outstanding, and 19,441,677 
shares of common stock were held by 70,204 stock- 
holders as of February 28, 1979. 


The fees, expenses and commissions paid or to be 
incurred in connection with the proposed transaction 
are estimated to total $99,000, including printing fees 
of $10,000, accountants’ fees of $9,000, geologists’ 
fees of $7,500, agents’ fees of $32,500, listing fees of 
$4,000, service charges performed by Consolidated 
Natural Gas Service Company, Inc., of $25,000 and 
miscellaneous expenses of $1,400. It is stated that no 
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other than this 
has jurisdiction over the proposed 


state or federal commission, 
Commission, 
transactions. 


NOTICE IS FURTHER. GIVEN that any interested 
person may, not later than May 31, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons fur such 
request, and the issues of fact or law raised by the 
post-effective amendment which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated address and proof of service (by affidavit 
or, in case of an attorney at law, by certificate) should 
be filed with the request. At any time after said date, 
the declaration, as amended or as it may be further 


-amended, may be permitted to become effective as 


provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21030/May 2, 1979 


In the Matter of 

MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 

New Orleans, Louisiana 70112 


(70-6304) 


NOTICE OF PROPOSAL TO ENTER INTO A 
REVOLVING CREDIT AGREEMENT WITH BANKS 


NOTICE IS HEREBY GIVEN that Middle South 
Utilities, Inc. (“Middle South”), a registered holding 





company, has filed an application-declaration with 
this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6(a) and 7 of the Act and Rule 50(a)(2) 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


Middle South proposes to enter into a $174.8 million 
revolving credit agreement (‘‘credit agreement’’) 
providing for the issuance and sale by Middle South 
of its short-term promissory notes to a group of 
commercial banks headed by Manufacturers Hanover 
Trust Company (“MHTC”). 


Under the terms of the credit agreement, Middle 
South may borrow and reborrow until June 27, 1980 
up to an aggregate principal amount of $174.8 million 
outstanding at any one time, to be evidenced by its 
unsecured promissory notes payable on June 27, 1980 
(“notes”). The notes will be issued to the participating 
banks to the extent of their respective participations 
(collectively, the “commitments”) as follows: 

Name of Bank Maximum Principal 
Amount to be Borrowed 


Manufacturers Hanover Trust Company 

The First National Bank of Chicago 

Bank of America National Trust and 
Savings Association 

Continental Illinois National Bank 
and Trust Company of Chicago 

The First National Bank of Boston 

The Northern Trust Company 

Irving Trust Company 

Morgan Guaranty Trust company 
of New York 

North Carolina National Bank 

First Pennsylvania Bank, N.A. 

The Fidelity Bank 

Crocker National Bank 

Hartford National Bank and Trust 
Company 


$49,040,000 
28,000,000 


20,000,000 


16,000,000 
12,000,000 
8,880,000 
8,880,000 


8,000,000 
8,000,000 
4,000,000 
4,000,000 
4,000,000 


4,000,000 
$174,800,000 


Each borrowing and each payment by Middle South 
will be pro rata among the participating banks 
according to their respective originial commitments, 
with appropriate adjustment for the interest rate 
differentials. 


The notes issued will bear interest from the date 
thereof on their unpaid principal amount at a rate per 
annum equal to 110% of the commercial loan rate of 

HTC from time to time in effect on borrowings 
having a 90-day maturity by its most responsible and 


substantial domestic corporate borrowers (“MHTC 
rates”). Interest on the notes will be payable quarterly 
on the last business day of each September, 
December, March and June, commencing September 
28, 1979, or upon payment of the unpaid principal 
amount thereof. 


Middle South will agree to pay to each participating 
bank a commitment fee for the period from June 29, 
1979, to and including June 27, 1980 (or any earlier 
date of termination of the commitments) computed at 
the rate of 1/2 of 1% per annum on the average daily 
unused portion of the commitments in effect during 
the period for which payment is made. Such 
commitment fee will be payable to each participating 
bank quarterly on the last business day of each 
September, December, March and June, commencing 
September 28, 1979, and on the date upon which 
Middle South shall terminate the commitments. 


Based upon an MHTC rate of 11-3/4% per annum, the 
effective interest cost of the proposed borrowings 
would be 12.93% per annum. 


Middle South presently intends to repay the notes out 
of the proceeds of the sale of additional shares of its 
common stock. The notes will be prepayable at any 
time on two business days’ notice in whole or in part 
without premium. Middle South shall have the right at 
any time on three business days’ notice to the 
participating banks to terminate or, from time to time, 
to reduce the commitments, at which time it will 
prepay the notes and accrued interest thereon to the 
extent that the aggregate principal amount thereof 
then exceeds the commitments. 


The initial borrowing under the credit agreement will 
be used for the payment of short-term notes issued by 
Middle South to MHTC and various commercial banks 
under an existing credit agreement dated as of June 
29, 1978, which borrowings were approved by this 
Commission on June 15, 1978 (HCAR No. 20593). As 
of February 28, 1979, no notes were outstanding 
under the existing credit agreement, but it is 
estimated that at the time the initial borrowing is 
made under the credit agreement such notes payable 
will amount to approximately $110 million. The 
proceeds of the borrowings under the existing credit 
agreement were, or will have been, utilized by Middle 
South to purchase, at various times, the common 
stocks of certain of its subsidiary companies. 


Subsequent borrowings under the credit agreement 
will be used by Middle South to purchase additional 
common stock of its subsidiaries. The issuance and 
acquisition of such common stock will be the subject 
of separate filings with this Commission by Middle 
South and the appropriate subsidiary, and these 
filings will set forth the purpose or purposes toward 
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which the proceeds derived from the sale of such 
common stock will be used. 


It is stated that no special or separate fees, 
commissions or expenses are anticipated in 
connection with the proposed transactions. It is 
further stated that no state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 8, 1979, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rule 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 524/April 25, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6059/April 25, 1979 
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INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10674/April 26, 1979 


In the Matter of 


AMERICAN FEDERATION OF LABOR AND CON- 
GRESS OF INDUSTRIAL ORGANIZATIONS MORT- 
GAGE INVESTMENT TRUST 

815 Sixteenth Street 

Washington, D.C. 20006 


(812-4310) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING TRUST FROM SECTIONS 10(a) AND 
(b)(2), 13(a)(1), 15(a), (b) AND (c), 16(a), 17(a)(3), 
18(i), 22(c) AND (e), AND 32(a) OF THE ACT AND 
RULES 17g-1(d) AND 22c-1 THEREUNDER 


American Federation of Labor and Congress of 
Industrial Organizations Mortgage Investment Trust 
(“Trust”) filed an application on May 11, 1978, and 
amendments thereto on September 25, 1978, 
December 19, 1978, and March 21, 1979, for an order 
of the Commission pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“Act”) exempting 
the Trust from all provisions of the Act, or, alterna- 
tively, fro Sections 10a) and (b)(2), 13(a)(1), 15(a), (b) 
and (c), 16(a), 17(a)(3), 18(i), 22(c) and (e), and 32(a) 
of the Act and Rules 17g-1(d) and 22c-1 thereunder. 


On March 30, 1979, a notice was issued (Investment 
Company Act Release No. 10650) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, exempting 
the Trust, to the extent requested, from the specific 
sections of the Act enumerated in the caption above, 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the application as amended, it 
is found that granting the exemptions requested from 
said sections pursuant to Section 6(c) of the Act is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the conditions stated in the notice, 
the application for an order exempting the Trust, to 
the extent requested, from Sections 10(a) and (b)(2), 
13(a)(1), 15(a), (b) and (c), 16(a), 17(a)(3), 18(i), 22(c) 





and (e) and 32 (a) of the Act and Rules 17g-1(d) and 
22c-1 thereunder be, and hereby is, granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10675/April 27, 1979 


In the Matter of 

HANSEATIC MONEY MARKET TRUST 
SHORT TERM SERIES (AND SUBSEQUENT 
SERIES) 

AND 

STUART BROTHERS 


BUTCHER & SINGER, INC. 


THE ROBINSON-HUMPHREY COMPANY, INC. 


C/O STUART BROTHERS 
55 Broad Street 
New York, New York 10004 


(812-4432) 


ORDER OF THE COMMISSION PURSUANT TO 
SECTION 6(c) OF THE ACT GRANTING EXEMPTIONS 
FROM THE PROVISIONS OF SECTION 14(a) OF THE 
ACT AND FROM RULE 22c-1 UNDER THE ACT. 


Hanseatic Money Market Trust, Short Term Series 
(and Subsequent Series) (“Fund”), a unit investment 
trust registered under the Investment Company Act of 
1940 (“Act”) and its sponsors, Stuart Brothers, 
Butcher & Singer, Inc., and The Robinson-Humphrey 
Company, Inc. (the “Sponsors”) (hereinafter the 
Sponsors and the Fund are collectively referred to as 
“Applicants”), filed an application on February 9, 
1979, and amendments thereto on March 5, 1979, and 
March 27, 1979, pursuant to Section 6(c) of the Act for 
an order of the Commission exempting the Applicants 
from the provisions of Section 14)a) of the Act and 
exmepting the secondary market operations of the 
Sponsors from the provisions of Rule 22c-1 under hte 
Act. 


On March 29, 1979, a notice (Investment Company Act 
Release No. 10648) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing, and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 14(a) of the Act and Rule 22c-1 under the 
Act, to the extent requested, be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10676/April 30, 1979 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE COM- 
PANY 


and 


MASSMUTUAL CORPORATE INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4446) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER 


Massachusetts Mutual Life Insurance Company 
(‘Insurance Company”), a mutual life insurance 
company organized under the laws of the 
Commonwealth of Massachusetts, and MassMutual 
Corporate Investors, Inc. (“Fund”), registered under 
the Investment Company Act of 1940 (“Act”) as a 
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non-diversified, closed-end, management investment 
company (hereinafter, the Insurance Company and the 
Fund are collectively referred to as “Applicants”), filed 
an application on January 19, 1979, and an 
amendment thereto on March 16, 1979, for an order of 
the Commission pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, permitting the Insurance 
Company to purchase $3,000,000 in principal amount 
of a new issue of 10-5/8% Senior Notes of Compo 
Industries, Inc. (“Compo”), due 1994. Compo is a 
company whose securities were acquired by 
Applicants pursuant to an arrangement that prohibits 
further investment in that company by either 
Applicant unless each Applicant’s further investments 
are identical, or unless otherwise permitted by order 
of the Commission. 


On April 10, 1979, a notice was issued (Investment 
Company Act Release No. 10656) of the filing of the 
application. The notice gave interested persons an 
opporiunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the participation of the Fund in the proposed trans- 
action, on the basis proposed, will be consistent with 
the provisions, policies and purposes of the Act, and 
that such participation will be on a basis not less 
advantageous than that of other participants. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the proposed trans- 
action be, and hereby is, permitted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10677/May 1, 1979 


In the Matter of 

CURRENT INTEREST, INC. 
711 Polk Street 

Houston, Texas 77002 
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(812-4443) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
RULES 2a-4 AND 22c-1 UNDER THE ACT 


On April 4, 1979, a notice was issued (Investment 
Company Act Release No. 10651) of an application 
filed on February 26, 1979, and amended on April 4, 
1979, by Current Interest, Inc. (“Applicant”), an 
open-end, diversified, management investment com- 
pany registered under the Investment Company Act of 
1940 (“Act”), for an order pursuant to Section 6(c) of 
the Act exempting Applicant from the provisions of 
Rules 2a-4 and 22c-1 under the Act, to the extent 
necessary to permit Applicant to compute its price per 
share, for the purpose of effecting sales, redemptions 
and repurchases of its shares, to the nearest one cent 
on a share value of one dollar. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Rules 2a-4 and 22c-1 under the Act, to the extent 
requested, be and hereby is, granted, effective 
forthwith, subject to the following conditions to 
which Applicant has consented: 


1. Applicant’s Board of Directors, in supervising 
Applicant’s operations and delegating special 
responsibilities involving portfolio management to 
Applicant’s investment adviser, undertakes—as a 
particular responsibility within its overall duty of care 
owed to the shareholders of Applicant—to assure to 
the extent reasonably practicable, taking into account 
current market conditions affecting Applicant’s 
investment objectives, that Applicant’s price per share 
as computed for the purpose of sales and 
redemptions, rounded to the nearest cent, will not 
deviate from one dollar. 


2. Applicant will maintain a dollar-weighted average 
portfolio maturity appropriate to its objective of 
maintaining a stable price per share. Applicant will 
not purchase a portfolio security with a remaining 
maturity of greater than one year, nor will it maintain 





a dollar-weighted average portfolio maturity in excess 
of 120 days. In addition, Applicant will, unless 
particular circumstances dictate otherwise, value 
portfolio securities having maturities of 60 days or 
less when purchased at cost adjusted for amortization 
of premiums and accretion of discounts; Applicant 
will value securities originally purchased with 
maturities in excess of 60 days beginning on the 60th 
day prior to maturity using market quotations on the 
61st day prior to maturity with unrealized appreciation 
or depreciation of the 61st day, if any, amortized to 
maturity. 


3. Applicant will limit its portfolio investments to 
the following: 


(a) instruments issued or guaranteed by 
the U.S. Government or its agencies or 
instrumentalities; 


(b) certificates of deposit and bankers’ 
acceptances of domestic banks having toal 
assets in excess of one billion dollars; 


(c) Eurodollar instruments (which are 
traded on the secondary market) issued by 
foreign branches of such domestic banks; 


(d) certificates and savings accounts of 
domestic savings and loan associations 
having total assets in excess of one billion 
dollars, or capital, surplus and undivided 
profits of one hundred million dollars, the 
accounts of which are insured by the 
Federal Savings and Loan Insurance 
Corporation; 


(e) commercial paper consisting exclus- 
ively of direct obligations (i) rate Prime-1 
by Moody’s Investors Service, Inc. or A-1 
by Standard & Poor’s Corporation, or (ii) 
issued by companies having an outstand- 
ing debt issue rated Aa or better by 
Moody’s Investors Service, Inc. or AA or 
better by Standard & Poor’s Corporation; 
and 


(f) repurchase agreements pertaining to 
the foregoing classes of securities provided 
that such agreements are limited to trans- 
actions with financial institutions believed 
by Applicant’s investment adviser to 
present minimal credit risks. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10678/May 1, 1979 


In the Matter of 
LIFE INSURANCE COMPANY OF NORTH AMERICA 
and 


LIFE INSURANCE COMPANY OF NORTH AMERICA 
SEPARATE ACCOUNT A 

1600 Arch Street 

Philadelphia, PA 19101 


(812-4424) 


ORDER PURSUANT TO SECTIONS 11(a) AND 11(c) 
APPROVING CERTAIN EXCHANGE OFFERS AND 
PURSUANT TO SECTION 6(c) GRANTING EXEMPT- 
INGS FROM SECTIONS 27(a)(4), 22(e), 27(c)(1), AND 
27(d) 


Life Insurance Company of North America (“LINA”), a 
Pennsylvania stock life insurance company, and Life 
Insurance Company of North America Separate 
Account A, a separate account of LINA registered 
under the Investment Company Act of 1940 (“Act”) as 
a unit investment trust (collectively referred to as 
“Applicants”), filed an application on January 26, 
1979, and an amendment thereto on April 12, 1979, for 
an order of the Commission pursuant to Section 6(c) 
of the Act modifying previous orders of the 
Commission exempting Applicants from the pro- 
visions of 27(a)(4), 22(e), 27(c)(1), and 27(d) and for 
modifications of previous Commission orders 
approving certain offers of exchange under Section 
11(a) and 11(c) of the Act. 


On April 11, 1979, a notice was issued (Investment 
Company Act Release No. 10658) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the exemptions and the approval is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act, 
that the proposed offer be, and hereby is, approved, 
and pursuant to Section 6(c) of the Act that the 
requested exemptions from Sections 27(a)(4), 22(e), 
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27(c)(1), and 27(d) be, and hereby are, granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10679/May 1, 1979 


In the Matter of 


UNIFUND, INC. 
727 S. Main Street 
Burbank, California 91506 


(811-1296) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR ORDER DECLARING 
THAT APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Unifund, Inc. 
(‘Applicant’), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, 
diversified, management investment company, filed 
an application on May 11, 1978, requesting an order of 
the Commission, pursuant to Section 8(f) of the Act, 
declaring that Applicant has ceased to be an 
investment company as defined by the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are summar- 
ized below. 


Applicant states that it is a California corporation 
which registered under the Act on December 7, 1964, 
and that 1 million shares of its common stock were 
registered for issuance under the Securities Act of 
1933. 


According to the application, on January 31, 1977, 
pursuant to an Agreement and Plan of Reorganization 
(“Plan”), Paramount Mutual Fund, Inc. (“PMF”), an 
investment company registered under the Act, 
acquired substantially all of the assets of Applicant, 
including all of Applicant’s portfolio securities, and 
assumed the outstanding liabilities of Applicant, in 
exchange for shares of common stock of PMF. 
Applicant states that its board of directors authorized 
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and recommended the adoption of said Plan, and that 
the Plan was approved by a majority the vote of the 
outstanding shares of Applicant at a meeting held on 
January 25, 1977. The application states that the 
number of PMF shares issued to Applicant was 
determined by dividing the net assets of Applicant b y 
the net asset value per share of PMF, in each case, 
determined as of January. 31, 1977. Applicant states 
that that PMF shares it received were Wistributed on a 
pro rata basis to each of Applicant’s shareholders. 
Applicant further states that, as of January 31, 1977, it 
had net assets of $1,710,091, a net asset value of 
$9.59 per share, and 178,320 shares outstanding. 
According to the application, on such date the net 
asset value of PMF was $8.71 per share, and 196,331 
shares of PMF were distributed to Applicant’s share- 
holders. 


The application further states that, as of the date of 
the application, Applicant had no assets or debts, and 
was not a party to any litigation or administrative 
proceeding. Applicant states that it is not engaged, 
and does not proposed to engage, in any business 
activities other than those necessary for the winding 
up of its affairs, and that distribution to all of 
Applicant’s shareholders has been made in full. 
Applicant further states that on January 31, 1977, the 
appropriate documents of dissolution were filed with 
the State of California. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so delcare by order and 
upon the taking effect of such order the registration of 
such company under the Act shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 25, 1979, at 5:30 p.m., 
submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 





Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10680/May 3, 1979 


In the Matter of 


THE FIRST NATIONAL BANK OF CHICAGO 
One First National Plaza 
Chicago, Illinois 60670 


and 


MIDWEST ASSOCIATION OF CREDIT UNIONS 
402 West 144th Street 
Riverdale, Illinois 60627 


(812-3981) 
Adminstrative Proceeding File No. 3-5417 


ORDER PERMITTING WITHDRAWAL OF APPLICA- 
TION AND DISCONTINUING ADMINISTRATIVE PRO- 
CEEDING ON APPLICATION PURSUANT TO SEC- 
TION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM ALL PROVISIONS OF THE ACT 


The First National Bank of Chicago (“Bank”) and the 
Midwest Association of Credit Unions (hereinafter 
referred to as “Applicants”) filed an application on 
July 12, 1976, for an order of the Commission, 
pursuant to Section 6(c) of the Investment Company 
Act of 1940 (“Act”), exempting the Bank’s Common 
Trust Fund H (‘‘Fund”) from all provisions of the Act. 


On September 16, 1976, a notice (Investment 
Company Act Release No. 9448) was issued of the 
filing of the application. Requests for a full 
evidentiary hearing were filed in October, 1976, by the 
Investment Company Institute (“ICI”) and The Dreyfus 
Corporation, which. was later joined by certain other 
money market mutual fund advisers (“Advisers”). 
Applicants filed an amended application on July 1, 
1977, disputing the need for a full evidentiary hearing 


and setting forth additional information not included 
in the original application. On March 28, 1978, the 
Commission issued a Notice and Order for Hearing on 
the proceeding limited to written briefs and oral 
argument before the Commission. Briefing was 
completed by July 31, 1978, and the oral argument 
was held on October 18, 1978. 


On November 8, 1978, the Commission ordered that, 
given its inability to decide whether an exemption was 
warranted on the basis of the record before it, 
Applicants be invited to submit a supplemental filing 
listing each section of the Act which they considered 
incompatible with the proposed operation of the 
Fund. Furthermore, the Applicants were to set forth in 
detail the reasons why an exemption from each listed 
provision was necessary or appropriate under the 
standards set forth in Seciton (6) of the Act. The order 
also provided that the staff of the Division of 
Investment Management, the ICI and the Advisers 
could file responses to the Applicants. Although the 
deadline for Applicants’ supplemental filing was 
January 8, 1979, Applicants sought and were granted 
an extension until March 9, 1979. 


By letter dated March 9, 1979, to George A. 
Fitzsimmons, Secretary of the Commission, Appli- 
cants requested leave to withdraw their application. 
The reasons given by Applicants were that the 
Commission’s order of November 8, 1978, raised a 
number of new issues‘and that resolution of the 
issues would require further substantial time and 
expense beyond that already expended. Neither the 
ICI nor the Advisers, both of which were served with a 
copy of Applicants’ letter of March 9, 1979, to Mr. 
Fitzsimmons, have indicated that they object to the 
withdrawal request. 


The Commission has considered the matter and finds 
it appropriate to permit the withdrawal of the pending 
application, as amended, and to discontinue the 
related administrative proceeding. Accordingly, 


IT IS ORDERED that the application, as amended, 
filed by The First National Bank of Chicago and The 
Midwest Association of Credit Unions is withdrawn, 
without prejudice to the right of either person, or both 
of them, to file a new application for exemption 
relating to a similar common trust fund at a later date, 
and the related administrative proceeding is 
discontinued, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10681/May 3, 1979 


In the Matter of 

BULLOCK FUND, LTD. 

BULLOCK TAX-FREE SHARES, INC. 
CANADIAN FUND, INC. 

DIVIDEND SHARES, INC. 

MONEY SHARES, INC. 

MONTHLY INCOME SHARES, INC. 
NATION-WIDE SECURITIES COMPANY, INC. 
and 


CALVIN BULLOCK, LTD. 
One Wall Street 
New York, New York 10005 


(812-4221) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO.SECTION 11(a) OF THE ACT PER- 
MITTING OFFERS OF EXCHANGE AND PURSUANT 
TO SECTION 6(c) OF THE ACT GRANTING EX- 
EMPTION FROM SECTION 22(d) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Bullock Fund, Ltd., 
Canadian Fund, Inc., Dividend Shares, Inc., Monthly 
Income Shares, Inc., and Nation-Wide Securities Com- 
pany, Inc. (herein collectively referred to as the “Funds”), 
Bullock Tax-Free Shares, Inc. (“Tax-Free”), and Money 
Shares, Inc. (“Money Shares”), each registered as a 
diversified, open-end, management investment company 
under the Investment Company Act of 1940 (“Act”), and 
Calvin Bullock, Ltd. (“Bullock”), principal underwriter for 
the Funds, Tax-Free and Money Shares (Bullock, the 
Funds, Tax-Free and Money Shares are collectively 
referred to as “Applicants”), filed an application on 
November 10, 1977, and amendments thereto on January 
11, 1977, June 5, 1978 and January 18, 1979, for an.order: 
(1) pursuant to Section 11(a) of the Act, permitting the 
Funds and Bullock to offer shares of the Funds in 
exchange for shares of Money Shares, which shares of 
Money Shares were acquired in exchange for shares of 
Tax-Free, in each case, on the basis of relative net asset 
values per share at the time of the exchange; and (iv) 
pursuant to Section 6(c) of the Act, exempting such 
exchanges of shares of Money Shares from the 
provisions of Section 22(d) of the Act to the extent 
necessary to permit the proposed exchange offer. All 
interested persons are referred to the application on 
file with the Commission for a statement of the represen- 
tations contained therein, which are summarized below. 
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The application states that Bullock maintains a 
continuous public offering of shares of the Funds and 
Tax-Free at their respective net asset values per share 
plus a sales charge, and that (i) shares of the Funds are 
offered to the public at their respective net asset values 
plus a sales charge which varies, in each case, from 8.50 
percent of the offering price on purchases less than 
$10,000, to 1.00 percent of the offering price on 
purchases greater than $1 million, and (ii) shares of Tax- 
Free are offered to the public at net asset value plus a 
sales charge which varies from 4.75 percent of the 
offering price on purchases less than $100,000, to 1.00 
percent of the offering price on purchases greater than 
$1 million. According to the application, Bullock 
maintains a continuous public offering of shares of 
Money Shares at net asset value, without the imposition 
of a sales charge. 


Applicants state that: (i) shares of each of the Funds, in- 
cluding such shares acquired through reinvestment of 
dividends and capital gains distributions (“Fund 
Reinvestment Shares”), may be exchanged for shares of 
any of the other Funds, Tax-Free or Money Shares, in 
each case, on the basis of relative net asset values per 
share at the time of the exchange; (ii) shares of Tax-Free, 
including shares acquired through reinvestment of 
dividends and capital gains distributions (“Tax-Free Re- 
investment Shares”), may be exchanged for shares of 
Money Shares or, in the case of Tax-Free shares 
acquired in exchange for Fund shares (including Fund 
Reinvestment Shares) or acquired as Tax-Free 
Reinvestment Shares, may be exchanged for shares of 
the Funds, in each case, on the basis of relative net asset 
values per share at the time of the exchange; (iii) shares 
of Money Shares acquired in exchange for Fund shares 
(including Fund Reinvestment Shares) or acquired 
through reinvestment of dividends and capital gains 
distributions on shares of Money Shares (“Money Shares 
Reinvestment Shares”) may be exchanged for shares of 
the Funds or, in the case of shares acquired in exchange 
for Tax-Free shares or acquired as Money Shares 
Reinvestment Shares, may be exchanged for shares of 
Tax-Free, in each case, on the basis of relative net asset 
values per shre at the time of the exchange; and (iv) 
pursuant to an order of the Commission (Investment 
Company Act Release No. 9676, March 14, 1977), shares 
of Tax-Free acquired otherwise than in exchange for 
shares of the Funds or as Tax-Free Reinvestment Shares, 
may be exchanged for shares of any of the Funds on the 
basis of relative net asset values per share at the time of 
the exchange, plus a sales charge equal to the difference 
between the sales charge described in the prospectus of 
each of the Funds, less an amount equal to the sales 
charge originally paid on the purchase of the Tax-Free 
shares being exchanged. 


Applicants further state that, in the case of each of the 
exchanges described above, (i) the shares being 
exchanged must have a net asset value of at least $500 or 
the minimum initial amount required for investment in 





one of the Funds, whichever is greater, and (ii) a service 
charge of $5.00 is deducted by Bullock to cover its 
clerical and other expenses. 


Each of the Funds proposes to offer its shares to 
shareholders of Money Shares in exchange for shares of 
Money Shares which were acquired in exchange for Tax- 
Free shares, at their relative net asset values per share 
at the time of the exchange, plus the sales charge 
described in the prospectus of each of the Funds, less an 
amount equal to the sales charge previously paid upon 
the purchase of Tax-Free shares. Applicants state that, 
as a result, a shareholder acquiring shares of one of the 
Funds through any combination of exchanges or 
purchases of shares of Money Shares or of Tax-Free will 
pay the same overall sales charge as a proportion of net 
asset value (or of the public offering price) that would 
have been paid had such shareholder directly purchased 
shares of one of the Funds with the same net asset value. 
Applicants further state that, as in the case of the other 
offers of exchange described above, the shares being ex- 
changed must have a net asset value of at least the 
greater of $500 or the minimum initial amount required 
for investment in one of the Funds, and a $5.00 service 
charge would be deducted by Bullock on each such 
exchange. 


According to the application, the sales charges payable 
on the proposed exchanges will be received by Bullock 
as principal underwriter for the Funds, and a portion of 
such sales charges may be reallowed to dealers. 
Applicants assert that the maximum sales charge 
payable on an exchange would be 3%% of the amount 
exchanged because that percentage is the maximum 
difference between the sales charge payable upon the 
purchase of shares of any of the Funds and the sales 
charge payable upon the purchase of Tax-Free shares. 


Applicants state that in the event that a shareholder 
desires to exchange only a portion of his shares of 
Money Shares, those shares which may be exchanged 
on the basis of relative net asset values will be 
exchanged first, and the remaining shares to be 
exchanged will be selected from those shares which are 
entitled to be exchanged upon payment of the lowest 
additional sales charge. 


Section 11(a) of the Act provides, in pertinent part, that it 
shall be unlawful for any registered open-end investment 
company or any principal underwriter for such company 
to make or cause to be made an offer to the holder of a 
security of such company or of any other open-end 
investment company to exchange such security for a 
security in the same or another such company on any 
basis other than the relative net asset values of the 
respective securities to be exchanged, unless the terms 
of the offer have first been submitted to and approved by 
the Commission. 


Section 22(d) of the Act provides, in pertinent part, that 
no registered investment company shall sell any 
redeemable security issued by it to any person except 
either to or through a principal underwriter for 
distribution or at a current public offering price de- 
scribed in the prospectus and, if such class of security is 
being currently offered to the public by or through an 
underwriter, no principal underwriter of such security 
and no dealer shall sell any such security to any person 
except a dealer, a principal underwriter, or the issuer, 
except at a current public offering price described in the 
prospectus. 


Applicants state that the exchanges they propose would 
be on a basis other than relative net asset values per 
share, because a shareholder would be required to pay a 
sales charge equal to the difference between the sales 
charge paid on purchases of Tax-Free shares and the 
sales charge imposed on purchases of shares of the 
Funds. Applicants further state that the sales charges de- 
scribed in the prospectuses of each of the Funds and 
Tax-Free differ from and may be greater than the sales 
charge which would be applicable under the proposed 
exchange offer. 


Accordingly, Applicants request an order, pursuant to 
Section 11(a) of the Act, permitting the Funds and 
Bullock to offer shares of the Funds in exchange for 
shares of Money Shares, which shares were acquired in 
exchange for shares of Tax-Free, on a basis other than 
their relative net asset values per share at the time of the 
exchange, and pursuant to Section 6(c) of the Act, 
exempting such exchanges from the provisions of 
Section 22(d) of the Act to the extent necessary to permit 
the proposed exchanges. 


Section 6(c) of the Act provides, in part, that the Com- 
mission may, by order upon application, exempt any 
person, security, or transaction, or any class or classes 
of persons, securities, or transactions, from any 
provision or provisions of the Act, or of any rule or regu- 
lation thereunder, if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicants state that the proposed exchange offer is 
designed to permit a shareholder of Money Shares, 
whose shares were acquired as a result of an exchange 
of Tax-Free shares and who changes his investment 


objective, to change his investment to another 
investment company within the Bullock group without 
paying the full sales charge otherwise applicable. Appli- 
cants submit that the proposed exchange offer to such 
shareholders of Money Shares cannot be made on the 
basis of relative net asset values per share because that 
would inequitably benefit such a shareholder who would 
have paid substantially less sales charges on his initial 


SEC DOCKET/463 





investment than investors in the Funds who purchased 
shares of the Funds directly. 


Applicants submit that if shares of the Funds could be 
acquired at net asset value in exchange for shares of 
Money Shares acquired as a result of an exchange of 
Tax-Free shares, the exchange would be in violation of 
Section 22(d) of the Act since an investor, would be able 
to purchase shares of one of the Funds at a sales charge 
other than that described in its prospectus merely by 
exchanging shares of Tax-Free for shares of Money 
Shares and subsequently exchanging those shares at net 
asset value for shares of one of the Funds. Applicants 
further submit that (i) the proposed exchange offer is fair 
and equitable to shareholders of all of the Funds, Tax- 
Free and Money Shares, and gives such shareholders 
flexibility in their financial planning, and (ii) the granting 
of the order requested would be appropriate in the public 
interest and consistent with the protection of investors 
and purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 29, 1979, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A copy 
of such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof of 
such service (by affidavit or, in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 8735/April 27, 1979 


SECURITIES AND EXCHANGE COMMISSION v. 
UNIVEST, INC., ET AL., No. 75-C-1488 (N.D. III.) 


The Securities and Exchange Commission announced 
that the United States District Court for the Northern 
District of Illinois on March 16, 1979, dismissed the 
Commission’s injunctive action against Univest, Inc., 
John Chalupa, Jr., and Theodore Wynn for mootness 
and vacated its earlier orders in that action dated 
November 18, 1975 (as modified on January 14, 1976)! 
and April 15, 1976.2 The district court’s action was taken 
pursuant to a September 5, 1978, order entered by the 
United States Court of Appeals for the Seventh Circuit 
dismissing the Commission’s appeal from the district 
court’s judgments and remanding the matter to the 
district court with directions to vacate its opinions in the 
case and also to dismiss the case for mootness.° 


For further information see Litigation Release Nos. 7217, 
7399, 7427, 7448, 7494 and 7607. 





Litigation Release No. 8636/April 30, 1979 


SECURITIES AND EXCHANGE COMMISSION v. 
FUTURISTIC FOODS, INC., FUTURE MART, INC., 
ARTHUR SHEVACK, DENNIS SHEVACK, PETER 
CANCILLA AND RICHARD MULLIGAN, 74 Civ. 3655 
(WCC) AND UNITED STATES OF AMERICAN EX REL. 
SECURITIES AND EXCHANGE COMMISSION v. 
FUTURISTIC FOODS, INC., FUTURE MART, INC., 
ARTHUR SHEVACK, DENNIS SHEVACK, PETER 
CANCILLA AND RICHARD MULLIGAN, 79 Cr. Misc. 
No. 1 (page 7) (WCC) 





‘Securities and Exchange Commission v. Univest, Inc., 
et al., 405 F. Supp. 1057 (N.D. IIl.). 


*Securities and Exchange Commission v. Univest, Inc., et 
al., 410 F. Supp. 1029 (N.D. Iil.). 


*Securities and Exchange Commission v. Univest, Inc., et 
al., 588 F. 2d 833 (7th Cir.). 





William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission, announced that on April 23, 1979 the 
defendants, Arthur Shevack, Dennis Shevack, Peter 
Cancilla, Richard Mulligan, Futuristic Foods, Inc. and 
Future Mart, Inc., all of New York City, plead guilty to 
criminal contempt before the Honorable William C. 
Conner, United States District Judge for the Southern 
District of New York. The criminal contempt trial, which 
had commenced on April 17, 1979, arose from 
allegations that the defendants had wilfully disobeyed an 
injunction entered on consent on June 18, 1976. In brief, 
the Commission had, among other things, alleged and 
the defendants plead guilty that they had engaged in a 
pyramid selling scheme involving franchises and distrib- 
utorships in Futuristic Foods, Inc. and related entities 
and that in connection therewith, the defendants were 
making and causing to be made false and misleading 
statements. Judge Connor has set June 7, 1979 at 9:30 
a.m. as the date of sentencing of all defendants. 


On February 26, 1979, in addition to the criminal 
contempt action, the Commission also presented an 
Order to Show Cause applying for certain equitable relief 
against the defendants. Among other things, the civil 
action applied for the appointment of receivers for 
Futuristic Foods, Inc. and related entities. Judge Connor 
has directed that the parties prepare a series of orders 
disposing of the civil proceedings. A further release will 
be made shortly concerning the civil action. 


For additional information, see Litigation Release No. 
8683 (March 6, 1979). 





Litigation Release No. 8737/May 1, 1979 


CLINTON D. WHITE v. SECURITIES AND EXCHANGE 
COMMISSION 


Willis H. Riccio, Administrator of the Boston Regional 
Office of the Securities and Exchange Commission an- 
nounced today that an action commenced by Clinton D. 
White which sought to quash a Commission subpoena 
was dismissed and judgment was entered in favor of the 
Commission on March 30, 1979. Clinton D. White v. 
Securities and Exchange Commission , Civil Action No. 


79-7, United States District Court, 
Hampshire. 


District of New 


White objected to a subpoena issued to a bank for 
records of various accounts maintained by White and 
entities under his control. The Honorable Hugh H. 
Bownes, United States Circuit Judge, sitting by 


designation, in dismissing the action, determined that 
White did not have standing to object to the subpoena. 





Litigation Release No. 8738/May 1, 1979 


UNITED STATES v. HOUSTON M. WISENBAKER, JR. 
(Dist. Kans.) (Criminal Action No. 79-40012-01) 


Michael J. Stewart, Administrator, Fort Worth Regional 
Office, and James P. Buchelle, United States Attorney 
for the District of Kansas, announced that on April 4, 
1979, a single count indictment was filed in the United 
States Court for the District of Kansas, at Topeka, 
charging Houston M. Wisenbaker, Jr., Houston, Texas, 
with violations of the antifraud provisions of the 
Securities Act of 1933. 


The indictment charged that between 1977 and 1978 
Wisenbaker offered and sold in excess of $400,000 of 
limited partnership interests in hotels, by means of un- 
true statements of material facts and omissions of 
material facts concerning, among other things: (1) the 
personal business background and experience, and net 
worth of Wisenbaker; (2) the prior criminal convictions of 
Wisenbaker on charges of theft, forgery, passing bad 
checks, and purchasing narcotics; (3) Wisenbaker had 
served prison sentences for the foregoing convictions; 
had recently been in prison and was on parole; and (4) 
Wisenbaker had purchased four insurance companies 
when, in fact, he had not. 





Litigation Release No. 8739/May 1, 1979 


SECURITY AND EXCHANGE COMMISSION v. 
FASHION TWO TWENTY, INC., ET AL. 
(N. D. Ohio, Civil Action No. C79-448) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office, and Orazio Sipari, Attorney in Charge of 
the Cleveland Branch Office of the Securities and 
Exchange Commission (Commission), announced that 
on April 27, 1979, the United States District Court for the 
Northern District of Ohio, Eastern Division, entered an 
agreed order directing Fashion Two Twenty, Inc. 
(Fashion), an Aurora, Ohio, manufacturer and distributor 
of beauty products, to resolicit its shareholders in con- 
nection with the solicitation of proxies for its next Annual 
Meeting, which had been scheduled for April 19, 1979. 
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Fashion, its president, Roger V. Gochneaur (R. 
Gochneaur), and the Commission all consented to the 
entry of the order. Fashion and R. Gochneaur neither 
admitted nor denied the allegations of the Commission's 
previously filed Application for an Order to Show Cause 
why Fashion and R. Gochneaur Should not be Adjudged 
in Civil Contempt of a Final Judgment and Order of 
Permanent Injunction entered by the Court on March 9, 
1979. 


The Application alleged, among other things, that 
Fashion and R. Gochneaur, President and a director of 
Fashion, violated the final judgment which enjoined 
Fashion and its Chairman, Vernon G. Gochneaur, from 
future violations of the anti-fraud, proxy and reporting 
requirements of the Federal securities laws concerning 
certain executive remuneration and other benefits. 


The Application alleged that Fashion and R. Gochneaur 
violated the March 9, 1979, final judgment by circulating 
a memorandum to certain of the company’s shareholders 
which contained material misrepresentations and 
omissions of material facts, concerning, among other 
things, a statement that the March 9, 1979, final judgment 
should not be interpreted in any way as an admission of 
the validity of the allegations and that such allegations 
were without merit, when, in fact, Fashion had consented 
to the final judgment without admitting or denying the 
allegations in the Commission’s complaint. 


The order directed the company to include in an 
amended Proxy Statement, among other things, the 
matter of the Commission’s Application, a summary of 
the allegations contained therein, the fact that the Court 
had issued a Temporary Restraining Order on April 18, 
1979 enjoining the conduct of Fashion’s Annual Meeting 
until a hearing could be held on the Application, and a 
reference to the Court order of April 27, 1979. 





Litigation Release No. 8740/May 1, 1979 


SECURITIES AND EXCHANGE COMMISSION v. UNI- 
FICATION CHURCH INTERNATIONAL (District Court 
for the District of Columbia, Civil Action No. 79-1197) 


Paul F. Leonard, Administrator of the Washington 
Regional Office of the Securities and Exchange Com- 
mission, announced that on May 1, 1979 the Commission 
filed a complaint for permanent injunction in the U.S. 
District Court for the District of Columbia against Unifi- 
cation Church International (UCI), a District of Columbia 
corporation. The complaint alleges violations of, and 
aiding and abetting violations of, the antifraud provi- 
sions of the federal securities laws in connection with 
offers, sales, and purchases of common stock of 
Diplomat National Bank (DNB). 


The complaint alleges that beginning with the initial 
offering of DNB common stock in 1975, and contrary to 
express representations in DNB’s offering circular of a 
five percent limitation on stockholdings, UCI 
participated in a scheme to obtain undisclosed control of 
DNB by purchase of approximately fifty percent of 
DNB’s outstanding stock through nominees and other 
related parties. Thereafter, UCI controlled or attempted 
to control DNB policies by, among other things, manage- 
ment of its checking account at DNB, which at times 
constituted approximately thirty percent of DNB’s total 
deposits; and acquisiton of loans from DNB exceeding 
the bank’s lending limit to a corporation related to UCI. 
The complaint further alleges that beginning in 
September 1976, during resale of stock by DNB on 
behalf of certain UCI nominees, misrepresentations and 
omissions were made to purchasers and prospective 
purchasers pertaining to, among other things: the con- 
tinuing ownership of significant percentages (currently 
approximately 33 percent) of DNB stock by nominees 
and related parties; and the existence and size of UCI's 
checking account at DNB. (For further information, see 
Litigation Release Nos. 8132, 8134). 


(For further information, see Litigation Release Nos. 
8132, 8134). 
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